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PART I  

ITEM  1 ð BUSINESS  

ORGANIZATION  

The Hanover Insurance Group, Inc. (ñTHGò) is a holding company organized as a Delaware corporation in 1995. We trace our roots 

to as early as 1852, when the Hanover Fire Insurance Company was founded. Our primary business operations are property and 

casualty insurance products and services. We market our products and services through independent agents and brokers in the United 

States (ñU.S.ò). Our consolidated financial statements include the accounts of THG; The Hanover Insurance Company (ñHanover 

Insuranceò) and Citizens Insurance Company of America (ñCitizensò), which are our principal property and casualty subsidiaries; and 

other insurance and non-insurance subsidiaries. Our results of operations also include the results of our discontinued operations, 

consisting primarily of our former accident and health and life insurance businesses, as well as our former Chaucer international 

business. As discussed further in ñDiscontinued Operationsò below, on December 28, 2018, we completed the sale of Chaucer 

Holdings Limited (ñChaucerò), our United Kingdom (ñU.K.ò) domiciled Lloydôs international specialty business, to China 

Reinsurance (Group) Corporation (ñChina Reò). The sales of our Chaucer-related Irish and Australian entities were subsequently 

completed on February 14, 2019 and April 10, 2019, respectively. 

INFORMATI ON ABOUT OPERATING SEGMENTS  

We conduct our business operations through three operating segments. These segments are Commercial Lines, Personal Lines, and 

Other. We report interest expense related to our corporate debt separately from the earnings of our operating segments.  

Information with respect to each of our segments is included in ñResults of Operations - Segmentsò in Managementôs Discussion and 

Analysis of Financial Condition and in Note 13 ï ñSegment Informationò in the Notes to Consolidated Financial Statements.  

The following is a discussion of our operating segments.  

GENERAL  

In our Commercial Lines and Personal Lines segments, we underwrite commercial and personal property and casualty insurance 

through Hanover Insurance, Citizens and other THG subsidiaries, through an independent agent and broker network concentrated in 

the Northeast, Midwest and Southeast U.S. We also continue to actively grow our Commercial Linesô presence in the Western region 

of the U.S., particularly in California, which is our largest state for Commercial Lines as measured by net premiums written. Included 

in our Other segment are Opus Investment Management, Inc. (ñOpusò), a wholly owned subsidiary of THG, which provides 

investment management services to our insurance and non-insurance companies, as well as to unaffiliated institutions, pension funds 

and other organizations; earnings on holding company assets; holding company and other expenses, including certain costs associated 

with retirement benefits due to former life insurance employees and agents; and a run-off voluntary pools business.  

Our business strategy focuses on providing our agents and customers with competitive insurance products delivered with clear and 

consistent underwriting and pricing expectations, while prudently growing and diversifying our product and geographical business 

mix. We conduct our business with an emphasis on disciplined underwriting, pricing, quality claim handling and customer service. In 

2019, we wrote approximately $4.6 billion in net premiums. Agency relationships and active agency management are core to our 

strategy.  

RISKS  

The industryôs and our profitability are significantly affected by numerous factors, including price; competition; volatile and 

unpredictable developments, such as weather conditions, catastrophes and other disasters; legal and regulatory developments affecting 

pricing, underwriting, policy coverage and other aspects of doing business, as well as insurer and insuredsô liability; extra-contractual 

liability; increased attorney involvement in claims matters; size of jury awards; acts of terrorism; fluctuations in interest rates and the 

value of investments; and other general economic conditions and trends, such as inflationary pressure or unemployment, that may 

affect the adequacy of reserves or the demand for insurance products. Our investment portfolio and its future returns are impacted by 

the capital markets and current economic conditions, which affect our liquidity, realized losses and impairments, credit default levels, 

our ability to hold such investments until recovery and other factors. Additionally, the economic conditions in geographic locations 

where we conduct business, especially those locations where our business is concentrated, affect the growth and profitability of our 

business. The regulatory environments in those locations, including any pricing, underwriting or product controls, shared market 

mechanisms or mandatory pooling arrangements, and other conditions, such as our agency relationships, affect the growth and 

profitability of our business. Our loss and loss adjustment expense (ñLAEò) reserves are based on estimates, principally involving case 

assessments and actuarial projections, at a given time, of what we expect the ultimate settlement and administration of claims will cost 

based on facts and circumstances then known, predictions of future events, estimates of future trends in claims frequency and severity 

and judicial theories of liability, costs of repairs and replacement, legislative activity and other factors. We regularly reassess our 

estimate of loss reserves and LAE, both for current and past years, and resulting changes have and will affect our reported profitability 

and financial position.  
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Reference is also made to ñRisk Factorsò in Part I ï Item 1A.  

LINES OF BUSINESS  

Commercial Lines  

Our Commercial Lines segment generated $2.8 billion, or 59.5%, of consolidated operating revenues and $2.7 billion, or 59.1%, of net 

premiums written, for the year ended December 31, 2019.  

The following table provides net premiums written by line of business for our Commercial Lines segment.  

    Net Premiums           

YEAR ENDED DECEMBER 31, 2019   Written      % of Total    

(in millions, except ratios)                 

Commercial multiple peril   $ 909.4       33.6 % 

Commercial automobile     336.1       12.4   

Workers' compensation     334.6       12.4   

Other commercial lines:                 

Management and professional liability     250.1       9.2   

Marine     249.6       9.2   

Hanover Programs     200.3       7.4   

Specialty industrial and commercial property     149.0       5.5   

Monoline general liability     97.2       3.6   

Surety     65.6       2.4   

Other     115.3       4.3   

Total   $ 2,707.2       100.0 % 

Our Commercial Lines product suite provides agents and customers with products designed for small, middle and specialized markets.  

Commercial Lines coverages include:  

Commercial multiple peril coverage insures businesses against third-party general liability from accidents occurring on their premises 

or arising out of their operations, such as injuries sustained from products sold. It also insures business property for damage, such as 

that caused by fire, wind, hail, water damage (which may include flood), theft and vandalism.  

Commercial automobile coverage insures businesses against losses incurred from personal bodily injury, bodily injury to third parties, 

property damage to an insuredôs vehicle and property damage to other vehicles and property. Commercial automobile policies are 

often written in conjunction with other commercial policies. 

Workersô compensation coverage insures employers against employee medical and indemnity claims resulting from injuries related to 

work. Workersô compensation policies are often written in conjunction with other commercial policies.  

Other commercial lines is comprised of:  

¶ management and professional liability coverage is primarily composed of commercial professional, management, and 

medical liability, which provides protection for directors, officers and other employees of companies that may be sued in 

connection with their performance, and errors and omissions protection to companies and individuals against negligence 

or bad faith, as well as protection for employment practices liability; 

¶ marine coverage includes inland and ocean marine and insures businesses against physical losses to property, such as 

contractorôs equipment, buildersô risk and goods in transit, and also covers jewelers block, fine art and other  valuables; 

¶ Hanover Programs (formerly referred to as ñAIXò) provide coverage to markets where there are specialty coverage or 

risk management needs related to groups of similar businesses, including commercial multiple peril, workersô 

compensation, commercial automobile, general liability and other commercial coverages; 

¶ specialty industrial and commercial property provides insurance to small and medium-sized chemical, paint, solvent and 

other manufacturing and distribution companies, and fire and allied lines coverages; 

¶ monoline general liability coverage includes bodily injury, property damage and personal injury arising from products 

sold, or accidents occurring on premises, or from operations; 

¶ surety provides businesses with contract surety coverage in the event of a failure to perform or pay claims, and 

commercial surety coverage related to fiduciary or regulatory obligations; and 

¶ other commercial lines coverages include umbrella, fidelity and crime. 
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Our strategy in Commercial Lines focuses on building deep relationships with partner independent agents through differentiated 

product offerings, industry segmentation, and franchise value through limited distribution. We continue to make enhancements to our 

products and technology platforms that are intended to drive more total account placements in our small commercial and middle 

market business, while delivering enhanced margins in our specialty businesses. This aligns with our focus of delivering the 

capabilities that will help expand the depth and breadth of our partnerships with a limited number of agents.  

Our small commercial, middle market and specialty businesses each constitute approximately one-third of our total Commercial Lines 

business. Small commercial offerings, which generally include premiums of $50,000 or less, deliver value through product expertise, 

local presence and ease of doing business. Middle market accounts, with premiums generally in the range of $50,000 to $250,000, 

require greater claim and underwriting expertise, as well as a focus on industry segments where we can deliver differentiation in the 

market and value to agents and customers. Small and middle market accounts, which sometimes together are referred to as our ñCore 

Commercial Linesò business, comprise approximately $1.7 billion of the Commercial Lines segment net premiums written. Our 

specialty lines of business include management and professional liability, marine, Hanover Programs, specialty industrial and 

commercial property, monoline general liability and surety. 

In our small commercial and middle market businesses, we offer coverages and capabilities in several key industries including 

technology, schools and human services organizations, such as non-profit youth and community service organizations. We also 

provide further segmentation in our core middle market commercial products, including real estate, hospitality, manufacturing, 

contractors and wholesale distributors.  

Part of our strategy is to expand our specialty lines offerings in order to provide our agents and policyholders with a broader product 

portfolio and to increase our market share of our partner agentsô total business. We have over time acquired various specialized 

businesses aimed at further diversifying and growing our specialty lines. We used these acquisitions as platforms to expand our 

product offerings and grow through our existing agency and broker distribution network.  

We believe our small commercial capabilities, distinctiveness in the middle market, and continued development of specialty business 

provides us with a diversified portfolio of products and enables us to deliver significant value to our agents and policyholders. We 

believe these efforts will enable us to continue to improve the overall mix of our business and ultimately our underwriting 

profitability.  

Personal Lines  

Our Personal Lines segment generated $1.9 billion, or 40.0%, of consolidated operating revenues and $1.9 billion, or 40.9%, of net 

premiums written, for the year ended December 31, 2019.  

The following table provides net premiums written by line of business for our Personal Lines segment.  

 
    Net Premiums           

YEAR ENDED DECEMBER 31, 2019   Written      % of Total    

(in millions, except ratios)                 

Personal automobile   $ 1,186.1       63.3 % 

Homeowners     636.9       34.0   

Other     51.5       2.7   

Total   $ 1,874.5       100.0 % 

Personal Lines coverages include:  

Personal automobile coverage insures individuals against losses incurred from personal bodily injury, bodily injury to third parties, 

property damage to an insuredôs vehicle and property damage to other vehicles and other property.  

Homeowners coverage insures individuals for losses to their residences and personal property, such as those caused by fire, wind, hail, 

water damage (excluding flood), theft and vandalism and against third-party liability claims.  

Other personal lines are comprised of personal inland marine (jewelry, art, etc.), umbrella, fire, personal watercraft and other 

miscellaneous coverages.  
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Our strategy in Personal Lines is to provide accountïoriented business (i.e., writing both an insuredôs automobile and homeowners 

insurance) through our partner agencies, with a focus on increasing geographic diversification. The market for our Personal Lines 

business is very competitive, with continued pressure on independent agents from direct writers, as well as from the increased usage of 

real time comparative rating tools and increasingly sophisticated rating and pricing tools. We maintain a focus on partnering with high 

quality, value-added agencies that stress the importance of consultative selling and account rounding (the conversion of single policy 

customers to accounts with multiple policies and/or additional coverages). We are focused on making investments that are intended to 

help us maintain profitability, build a distinctive position in the market and provide us with profitable growth opportunities. We 

continue to refine our products and to work closely with these high potential agents to increase the percentage of business they place 

with us and to ensure that it is consistent with our preferred mix of business. Additionally, we remain focused on further diversifying 

our state mix beyond the largest historical core states of Michigan, Massachusetts and New York. We expect these efforts to decrease 

our risk concentrations and our dependency on these three states, as well as to contribute to improved profitability over time.  

Other 

The Other segment consists of: Opus, which provides investment advisory services to affiliates and also manages approximately $3.5 

billion of assets for unaffiliated institutions such as insurance companies, retirement plans and foundations, including $1.6 billion of 

funds managed on behalf of China Re for our former Chaucer segment. The Other segment also includes earnings on holding 

company assets; holding company and other expenses, including certain costs associated with retirement benefits due to former life 

insurance employees and agents; and our run-off voluntary property-casualty pools business. 

MARKETING AND DISTRIBUTION  

We serve a variety of standard, specialty and targeted industry markets. Consistent with our objective to diversify our underwriting 

risks on a geographic and line of business basis, we currently have a split of approximately 40% Personal Lines, 40% core 

Commercial Lines, and 20% specialty lines. Commercial Lines, including our small, middle market and specialty businesses, and 

Personal Lines segments distribute our products primarily through an independent agent network.  

Commercial and Personal Lines  

Our Commercial and Personal Lines agency distribution and field structure are designed to maintain a strong focus on local markets 
and the flexibility to respond to specific market conditions. During 2019, we wrote 20.9% of our Commercial and Personal Lines 
business in Michigan and 9.5% in Massachusetts. Our structure is a key factor in the establishment and maintenance of productive, 
long-term relationships with well-established independent agencies. We maintain 39 local offices across 27 states. The majority of 
processing support for these locations is provided from Worcester, Massachusetts; Howell, Michigan; Salem, Virginia; and Windsor, 
Connecticut.  

Independent agents account for substantially all of the sales of our Commercial and Personal Lines property and casualty products. 
Agencies are appointed based on profitability, track record, financial stability, professionalism and business strategy. Once appointed, 
we monitor their performance and, subject to legal and regulatory requirements, may take actions as necessary to change these 
business relationships, such as discontinuing the authority of the agent to underwrite certain products or revising commissions or 
bonus opportunities. We compensate agents primarily through base commissions and bonus plans that are tied to an agencyôs written 
premium, growth and profitability.  

Our Hanover Programs business and some specialty business is also distributed through managing general agents or wholesale 
distributors who have expertise in the industries served or products offered. 

We are licensed to sell property and casualty insurance in all fifty states in the U.S., as well as in the District of Columbia. Throughout 
the U.S., we actively market Commercial Lines policies in 37 states and Personal Lines policies in 19 states.  
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The following table provides our top Commercial and Personal Lines geographical markets based on total net premiums written in the 
state in 2019.  
 
YEAR ENDED DECEMBER 31, 

2019   Commercial Lines     Personal Lines     

Total Commercial and 

Personal Lines   

(in millions, except ratios)   

Net 

Premiums 
Written      % of Total      

Net 

Premiums 
Written      % of Total      

Net 

Premiums 
Written      % of Total    

Michigan   $ 137.6       5.1 %   $ 820.5       43.8 %   $ 958.1       20.9 % 

Massachusetts     190.8       7.0       242.4       12.9       433.2       9.5   

New York     231.7       8.6       125.1       6.7       356.8       7.8   

California     324.4       12.0       ð       ð       324.4       7.1   

Illinois     121.1       4.5       101.5       5.4       222.6       4.9   

Texas     217.4       8.0       ð       ð       217.4       4.7   

New Jersey     142.7       5.3       63.3       3.4       206.0       4.5   

Connecticut     59.0       2.2       99.8       5.3       158.8       3.5   

Georgia     82.8       3.1       57.0       3.0       139.8       3.1   

Virginia     81.2       3.0       39.0       2.1       120.2       2.6   

Maine     65.2       2.4       50.6       2.7       115.8       2.5   

Wisconsin     50.4       1.9       44.2       2.4       94.6       2.1   

Tennessee     52.3       1.9       37.7       2.0       90.0       2.0   

Indiana     54.3       2.0       34.9       1.9       89.2       1.9   

Florida     84.2       3.1       ð       ð       84.2       1.8   

Minnesota     77.2       2.9       ð       ð       77.2       1.7   

New Hampshire     43.5       1.6       33.4       1.8       76.9       1.7   

Pennsylvania     62.4       2.3       14.1       0.8       76.5       1.7   

North Carolina     69.2       2.6       2.2       0.1       71.4       1.6   

Louisiana     37.3       1.4       32.9       1.8       70.2       1.5   

Other     522.5       19.1       75.9       3.9       598.4       12.9   

Total   $ 2,707.2       100.0 %   $ 1,874.5       100.0 %   $ 4,581.7       100.0 % 

We manage our Commercial Lines portfolio, which includes our core and specialty businesses, with a focus on growth from the most 

profitable industry segments within our underwriting expertise. Our core business is generally comprised of several coordinated 

commercial lines of business, consisting of small and middle market accounts, which include targeted industry segments. 

Additionally, we have multiple specialty lines of business. The Commercial Lines segment seeks to maintain strong agency 

relationships as an approach to secure and retain our agentsô best business. We monitor quality of business written through ongoing 

quality reviews, accountability for which is shared at the local, regional and corporate levels.  

We manage Personal Lines business with a focus on acquiring and retaining preferred accounts. Currently, approximately 85% of our 

policies in force are account business. Approximately 57% of our Personal Lines net premium written is generated in the combined 

states of Michigan and Massachusetts. In Michigan, based upon direct premiums written for 2019, we underwrite approximately 7% 

of the stateôs total market.  

Approximately 67% of our Michigan Personal Lines net premium written is in the personal automobile line and 31% is in the 

homeowners line. Michigan business represents approximately 47% of our total personal automobile net premiums written and 

approximately 40% of our total homeowners net premiums written. In Michigan, we are a principal market for many of our appointed 

agencies, with approximately $2.2 million of total direct premiums written per agency in 2019. In June 2019, the state of Michigan 

approved major changes to the laws governing personal automobile insurance, designed to reduce individual motorist premiums. See 

ñRisk Factors ï Michigan PIP Reformò in Part I ï Item 1A.  

Approximately 68% of our Massachusetts Personal Lines net premium written is in the personal automobile line and 29% is in the 

homeowners line. Massachusetts business represents approximately 14% of our total personal automobile net premiums written and 

approximately 11% of our total homeowners net premiums written.  

We sponsor local and national agent advisory councils to gain the benefit of our agentsô insight and enhance our relationships. These 

councils provide feedback, input on the development of products and services, guidance on marketing efforts, support for our 

strategies and assist us in enhancing our local market presence.   

Other  

With respect to our Other segment business, we market our third-party investment advisory services directly through Opus.  
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PRICING AND COMPETITION  

The property and casualty industry is a very competitive market. In the Commercial and Personal Lines segments, we market through 
independent agents and brokers and compete for business on the basis of product, price, agency service and relationships, customer 
service, local relationships, ratings and effective claims handling, among other things. Our competitors include national, international, 
regional and local companies that sell insurance through various distribution channels, including independent agencies, captive agency 
forces, brokers and direct to consumers through the internet or otherwise. They also include mutual insurance companies, reciprocals 
and exchanges. We believe that our emphasis on maintaining strong agency relationships and a local presence in our markets, coupled 
with investments in products, operating efficiency, technology and effective claims handling, enable us to compete effectively. Our 
broad product offerings in Commercial Lines and total account strategy in Personal Lines are instrumental to our ability to capitalize 
on these relationships and improve profitability.  

We seek to achieve targeted combined ratios in each of our product lines. Targets vary by product and geography and change with 
market conditions. The targeted combined ratios reflect competitive market conditions, investment yield expectations, our loss payout 
patterns and target returns on equity. This approach is intended to enable us to achieve measured growth and consistent profitability.  

For all major product lines in the Commercial and Personal Lines segments, we employ pricing teams that produce exposure and 
experience-based rating models to support underwriting and pricing decisions. In addition, we seek to utilize our understanding of 
local markets to achieve superior underwriting results. We rely on market information provided by our local agents and on the 
knowledge of staff in the local branch offices. Since we maintain a strong regional focus and a significant market share in a number of 
states, we can better apply our knowledge and experience in making underwriting and rate setting decisions. Also, we seek to gather 
objective and verifiable information at a policy level during the underwriting process, including prior loss experience, past driving 
records and, where permitted, credit histories.  

CLAIMS MANAGEMENT  

Claims management includes the receipt of initial loss notifications, generation of appropriate responses to claim reports, loss 
appraisals, identification and handling of coverage issues, determination of whether further investigation is required, retention of legal 
representation where appropriate, establishment of case reserves, approval of loss payments and notification to reinsurers. Part of our 
strategy focuses on efficient, timely and fair claim settlements to meet customer service expectations and maintain valuable 
independent agent relationships. Additionally, effective claims management is important to our business since claim payments and 
related loss adjustment expenses are our single largest expenditures.  

We utilize experienced claims adjusters, appraisers, medical specialists, managers and attorneys to manage our claims. Our property 
and casualty operations have field claims adjusters located throughout the states and regions in which we do business. Claims field 
staff members work closely with the independent agents who bound the policies under which coverage is claimed. Claims office 
adjusting staff is supported by general adjusters for large property and large casualty losses, by automobile and heavy equipment 
damage appraisers for automobile material damage losses, and by medical specialists whose principal concentration is on workersô 
compensation and automobile injury cases. Additionally, the claims offices are supported by staff attorneys, both in the home office 
and in regional locations, who specialize in litigation defense and claim settlements. We have a catastrophe response team to assist 
policyholders impacted by severe weather events. This team mobilizes quickly to impacted regions, often in advance for a large 
tracked storm, to support our local claims adjusters and facilitate a timely response to resulting claims. We also maintain a special unit 
that investigates suspected insurance fraud and abuse. We utilize claims processing technology which allows most of the smaller and 
more routine Personal Lines claims to be processed at centralized locations.  

CATASTROPHES  

We are subject to claims arising out of catastrophes, which historically have had a significant impact on our results of operations and 
financial condition. Coverage for such events is a core part of our business, and we expect to experience catastrophe losses in the 
future, which could have a material adverse impact on our financial results and position. Catastrophes can be caused by various 
events, including, among others, hurricanes, tornadoes and other windstorms, earthquakes, hail, severe winter weather, fire, explosions 
and terrorism. The incidence and severity of catastrophes are volatile and difficult to predict.  

We endeavor to manage our catastrophe risks through underwriting procedures, including the use of deductibles and specific 
restrictions for flood and earthquake coverage, subject to regulatory restrictions and competitive pressures and through geographic 
exposure management and reinsurance. The catastrophe reinsurance program is structured to protect us on a per-occurrence and 
aggregate excess basis. We monitor geographic location and coverage concentrations with a view toward managing corporate 
exposure to catastrophic events. Although catastrophes can cause losses in a variety of property and casualty lines, commercial 
multiple peril and homeowners property coverages have, in the past, generated the majority of catastrophe-related claims.  
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REINSURANCE 

Reinsurance Program Overview  

We maintain ceded reinsurance programs designed to protect against large or unusual loss and LAE activity. We utilize a variety of 

proportional and non-proportional reinsurance agreements, which are intended to control our individual policy and aggregate exposure 

to large property and casualty losses, stabilize earnings and protect capital resources. These programs include facultative reinsurance 

(to limit exposure on a specified policy); specific excess and proportional treaty reinsurance (to limit exposure on individual policies 

or risks within specified classes of business); and catastrophe excess of loss reinsurance (to limit exposure to any one event that might 

impact more than one individual contract). Our proportional reinsurance consists of quota share reinsurance agreements and our non-

proportional reinsurance includes excess of loss and stop loss reinsurance agreements. 

Catastrophe reinsurance protects us, as the ceding insurer, from significant losses arising from a single event including, among others, 

hurricanes, tornadoes and other windstorms, earthquakes, hail, severe winter weather, fire, explosions, flood and terrorism. We 

determine the appropriate amount of reinsurance based upon our evaluation of the risks insured, exposure analyses prepared by 

consultants, our risk appetite and on market conditions, including the availability and pricing of reinsurance. Although we believe our 

catastrophe reinsurance program, including our retention and co-participation amounts for 2020, is appropriate given our surplus level 

and the current reinsurance pricing environment, there can be no assurance that our reinsurance program will provide coverage levels 

that will prove adequate should we experience losses from one significant or several large catastrophes during 2020. Additionally, as a 

result of the current economic environment, as well as losses incurred by reinsurers in the past several years, the availability and 

pricing of appropriate reinsurance programs may be adversely affected in future renewal periods. We may not be able to pass these 

costs on to policyholders, or there may be a delay in passing these costs to policyholders, in the form of higher premiums or 

assessments. 

We cede to reinsurers a portion of our risk based upon insurance policies subject to such reinsurance. Reinsurance contracts do not 

relieve us from our obligations to policyholders. Failure of reinsurers to honor their obligations could result in losses to us. We believe 

that the terms of our reinsurance contracts are consistent with industry practice in that they contain standard terms with respect to lines 

of business covered, limit and retention, arbitration and occurrence. We believe our reinsurers are financially sound, based upon our 

ongoing review of the financial strength ratings assigned to them by rating agencies, their reputations in the reinsurance marketplace, 

our collections history, advice from third parties and the analysis and guidance of our reinsurance advisors.  

Reference is made to Note 14 ð ñReinsuranceò in the Notes to Consolidated Financial Statements. Reference is also made to 

ñInvoluntary Residual Marketsò below.  

Our 2020 reinsurance program for our Commercial Lines and Personal Lines segments is substantially consistent with our 2019 

program design. The following discussion summarizes both our 2019 and 2020 reinsurance programs for our Commercial Lines and  

Personal Lines segments (excluding coverage available under the U.S. federal terrorism program which is described below under 

ñTerrorismò), but does not purport to be a complete description of the program or the various restrictions or limitations which may 

apply:  

¶ Our Commercial Lines and Personal Lines segments are primarily protected by a property catastrophe occurrence 

program, a property per risk excess of loss treaty, as well as a casualty excess of loss treaty, with retentions of $200 

million, $2 million, and $2 million, respectively. We have lower retentions in place for certain lines, as discussed below. 

¶ The property catastrophe occurrence program provides coverage, on an occurrence basis, up to $1.175 billion 

countrywide, less a $200 million retention, with no co-participation, for all defined perils. Additionally, there is an 

aggregate feature, effective July 1, 2019 through June 30, 2020, which provides for up to $75 million of coverage in 

excess of $300 million in aggregate catastrophe losses. The catastrophe losses subject to the aggregate feature are limited 

only to those events that exceed $7.5 million of incurred losses per event.   

¶ The property per risk excess of loss treaty provides coverage, on a per risk basis, up to $100 million, less a $2 million 

retention, with a co-participation for the second half of 2019 and the first half of 2020 of 43% for reinsurance placed in 

the $2 million to $3 million layer, 27.5% for $0.5 million in excess of the $3 million layer, and no co-participation for 

reinsurance placed in excess of the $3.5 million to $100 million layer.  There is a $10 million annual aggregate deductible 

for the $10 million excess of $10 million layer. Accordingly, we retain $10 million of loss excess of the $10 million 

attachment point before we can make a reinsurance recovery from the $10 million excess of $10 million layer.  

¶ The casualty excess of loss treaty provides coverage, on a per occurrence basis for each loss, up to $75 million less a $2 

million retention, with no co-participation. The casualty program for 2019 provides coverage for management liability and 

healthcare lines in a $1 million to $2 million layer, with co-participations ranging from 35% to 55% through December 

31, 2019. This portion of the program was not renewed for 2020. 
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¶ For 2019 and 2020, Commercial Lines segments are further protected by excess of loss treaty agreements for specific 

lines of business. For example, the surety and fidelity bond excess of loss treaty provides coverage, on a per principal 

basis, up to $40 million, less a $5 million retention, with co-participations of 50% for the $5 million to $10 million layer 

and no co-participation for the $10 million to $40 million layer.  

¶ In addition to certain layers of coverage from our Commercial and Personal Lines segment reinsurance program as 

described above, Hanover Programs also includes surplus share, quota share, excess of loss, stop loss, facultative and 

other forms of reinsurance that cover the writings from Hanover specialty and proprietary programs. There are a variety of 

different programs, and the reinsurance structure is generally customized to fit the exposure profile for each program.  

Our intention is to renew the surety and fidelity bond treaty, the property per risk excess of loss treaty and the property catastrophe 

treaty in July 2020 with the same or similar terms and conditions, but there can be no assurance that we will be able to maintain our 

current levels of reinsurance, pricing and terms and conditions. Our 2020 casualty excess of loss treaty is effective January 1, 2020.  

Terrorism  

As a result of the continuing threat of terrorist attacks, the insurance industry maintains a high level of focus with respect to the 
potential for losses caused by terrorist acts. Insured losses may encompass people, property and business operations covered under 
workersô compensation, commercial multiple peril and other Commercial Lines policies, as well as Personal Lines policies. In certain 
cases, such as workersô compensation, we are not able to exclude coverage for these losses, either because of regulatory requirements 
or competitive pressures. We continually evaluate the potential effect of these low frequency, but potentially high severity events in 
our overall pricing and underwriting plans, especially for policies written in major metropolitan areas.  

Although certain terrorism-related risks embedded in our Commercial and Personal Lines are covered under the existing Catastrophe, 
Property per Risk and Casualty Excess of Loss corporate reinsurance treaties (see ñReinsurance ï Reinsurance Program Overviewò 
above for additional information), private sector catastrophe reinsurance is limited or unavailable for losses attributed to acts of 
terrorism, particularly those involving nuclear, biological, chemical and/or radiological events. As a result, the industryôs primary 
reinsurance protection against large-scale terrorist attacks in the U.S. is provided through a federal program that provides 
compensation for insured losses resulting from acts of terrorism. 

The Terrorism Risk Insurance Act of 2002 first established the Terrorism Risk Insurance Program (the ñProgramò). Coverage under 
the Program applies to workersô compensation, commercial multiple peril and certain other Commercial Lines policies for direct 
written policies. In December 2019, legislation was enacted to extend the current Program, which would have expired in December 
2020, through December 2027. All commercial property and casualty insurers are required to participate in the Program. Under the 
Program, a participating issuer, in exchange for making terrorism insurance available, may be entitled to be reimbursed by the Federal 
government for a portion of its aggregate losses. The Program does not cover losses in surety, Personal Lines or certain other lines of 
business. Losses caused by terrorist acts are not excluded from homeowners or personal automobile policies.  

As required by the current Program, we offer policyholders in specific lines of commercial insurance the option to elect terrorism 
coverage. In order for a loss to be reinsured under the Program, the loss must meet aggregate industry loss minimums and must be the 
result of an act of terrorism as certified by the Secretary of the Treasury in consultation with the Secretary of Homeland Security and 
the U.S. Attorney General. Losses from acts which do not qualify or are not so certified will not receive the benefit of the Program and 
in fact, may be deemed covered losses whether or not terrorism coverage was purchased. Further, under The Terrorism Risk Insurance 
Program Reauthorization Act of 2015, our share of U.S. domestic losses in 2019 from such events, if deemed certified terrorist events, 
would have been limited to 19% of losses in excess of an approximate $431 million deductible, which represented 19.8% of year-end 
2018 statutory policyholder surplus of our insurers, and, under the 2019 re-authorization, is estimated to be $455.7 million in 2020, 
representing 18.4% of 2019 year-end statutory policyholder surplus, up to a combined annual aggregate limit for the federal 
government and all insurers of $100 billion. Such events could be material to our financial position or results of operations.  

Given the unpredictability of terrorism losses, future losses from acts of terrorism could be material to our operating results, financial 
position, and/or liquidity. We attempt to manage our exposures on an individual line of business basis and in the aggregate by one-half 
square mile grids in major metropolitan areas.  

Reinsurance Recoverables  

When we experience loss events that are subject to a reinsurance contract, reinsurance recoveries are recorded. The amount of the 

reinsurance recoverable can vary based on the estimated size of the individual loss or the aggregate amount of all losses in a particular 

line, book of business or an aggregate amount associated with a particular accident year. The valuation of losses recoverable depends 

on whether the underlying loss is a reported loss, or an incurred but not reported loss. For reported losses, we value reinsurance 

recoverables at the time the underlying loss is recognized, in accordance with contract terms. For incurred but not reported losses, we 

estimate the amount of reinsurance recoverable based on the terms of the reinsurance contracts and historical reinsurance recovery 

information and apply that information to the gross loss reserve estimates. The most significant assumption we use is the average size 

of the individual losses that will exceed our reinsurance retentions for those claims that have occurred but have not yet been reported 

to us. The reinsurance recoverable is based on what we believe are reasonable estimates and is disclosed separately on the financial 

statements. However, the ultimate amount of the reinsurance recoverable is not known until all losses are settled.  
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Other than our investment portfolio, the single largest asset class is our reinsurance receivables, which consist of our estimate of 
amounts recoverable from reinsurers with respect to losses incurred to date (including losses incurred but not reported) and unearned 
premiums, net of amounts estimated to be uncollectible. These estimates are expected to be revised at each reporting period and such 
revisions, which could be material, affect our results of operations and financial position. Reinsurance recoverables include amounts 
due from state mandatory reinsurance or other involuntary risk sharing mechanisms, and private reinsurers to whom we have 
voluntarily ceded business.  

We are subject to concentration of risk with respect to reinsurance ceded to various mandatory residual markets, facilities and pooling 
mechanisms. As a condition to conduct business in various states, we are required to participate in residual market mechanisms, 
facilities and pooling arrangements which usually are designed to provide insurance coverages to individuals or other entities that are 
otherwise unable to purchase such coverage voluntarily or at rates deemed reasonable. These market mechanisms, facilities and 
pooling arrangements comprise $1,034.6 million of our total reinsurance recoverables on paid and unpaid losses and unearned 
premiums at December 31, 2019, $1,023.7 million of which is attributable to the Michigan Catastrophic Claims Association 
(ñMCCAò).  

The MCCA is a mandatory reinsurance association which reinsures claims under Michiganôs unlimited personal injury protection 
coverage which currently is required under all Michigan automobile insurance policies. The MCCA reinsures all such claims in excess 
of a statutorily established company retention, currently $580,000. Funding for MCCA comes from assessments against automobile 
insurers based upon their share of insured automobiles in the state. Insurers are allowed to pass along this cost to Michigan automobile 
policyholders. This recoverable accounted for 62% and 64% of our total personal automobile gross reserves at December 31, 2019 and 
2018, respectively. Because the MCCA is supported by assessments permitted by statute, and there have been no significant 
uncollectible balances from MCCA identified during the three years ending December 31, 2019, we believe that we have no 
significant exposure to uncollectible reinsurance balances from this entity. As discussed under ñRisk Factors ï Michigan PIP Reformò, 
in June 2019, Michigan enacted major reforms of its current system governing personal and commercial automobile insurance. These 
changes, among other things, will eliminate, effective July 2, 2020, the requirement to purchase unlimited personal injury protection 
and are also expected in July 2021, to implement cost savings measures with respect to personal injury protection claims, including 
MCCA-reinsured claims. Our current estimate of MCCA reinsurance receivables has not been reduced for these potential future claim 
cost savings. 

In addition to the reinsurance ceded to various residual market mechanisms, facilities and pooling arrangements, we have $779.4 

million of reinsurance assets due from traditional reinsurers as of December 31, 2019. These amounts are due principally from highly-

rated reinsurers, defined as rated A- or higher by A.M. Best or other equivalent rating agency. In certain instances, for example in our 

Hanover Programs business, we also require a deposit of assets in trust, letters of credit or other acceptable collateral. This would be to 

support balances due from reinsurers that provide reinsurance only on a collateralized basis. The following table displays balances 

recoverable from our ten largest reinsurance groups at December 31, 2019, along with the A.M. Best rating for each groupôs ultimate 

parent or lead rating unit, if an A.M. Best rating is available. Reinsurance recoverables are comprised of paid losses recoverable, 

outstanding losses recoverable, incurred but not reported losses recoverable, and ceded unearned premium. 

REINSURERS   

A.M.  Best 

Rating   

Reinsurance 

Recoverable   

 

(in millions)             

HDI Group (Hannover Ruckversicherungs AG)   A   $ 126.4   

Lloyd's Syndicates   A     96.5   

Alleghany Corporation (Transatlantic Reinsurance Co.)   A+     79.4   

Swiss Re Ltd.   A+     74.0   

Toa Reinsurance Company Ltd.   A     64.0   

Munich Reinsurance Companies   A+     58.2   

Axis Capital Holding Ltd.   A+     28.6   

Siward I Reinsurance Company Ltd.   (1)     23.1   

EXOR N.V. (Partner Reinsurance Company of the U.S.)   A+     22.7   

Markel Corporation   A     19.3   

Subtotal         592.2   

All other reinsurers         187.2   

Residual markets, facilities, and pooling arrangements         1,034.6   

Total       $ 1,814.0   

(1) No A.M. Best rating available. Reinsurance recoverable fully collateralized by assets in trust. 
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Reinsurance recoverable balances in the table above are shown before consideration of balances owed to reinsurers and any potential 

rights of offset, including collateral held by us, and are net of an allowance for uncollectible recoverables. Reinsurance treaties are 

generally purchased on an annual basis. Treaties typically contain provisions that allow us to demand that a reinsurer post letters of 

credit or assets as security if a reinsurer is an unauthorized reinsurer under applicable regulations or if its rating falls below a 

predetermined contractual level. In regards to reinsurance recoverables due from Lloydôs Syndicates, as part of the Lloydôs ñchain of 

securityò afforded to all of its policyholders, recourse is available to the Lloydôs Central Fund in the event of the failure of an 

individual syndicate and its capital providers.  

Although reinsurance makes the reinsurer liable to us to the extent the risk is transferred or ceded to the reinsurer, ceded reinsurance 
arrangements do not eliminate our obligation to pay claims to our policyholders. Accordingly, we bear credit risk with respect to our 
reinsurers. Specifically, our reinsurers may not pay claims made by us on a timely basis, or they may not pay some or all of these 
claims. In addition, from time to time insurers and reinsurers may disagree on the scope of the reinsurance or on the underlying 
insured risks. Any of these events would increase our costs and could have a material adverse effect on our business.  

We have established a reserve for uncollectible reinsurance of $3.9 million as of December 31, 2019, or 0.2% of the total reinsurance 
recoverable balance, which was determined by considering reinsurer specific default risk on paid and unpaid recoverables as indicated 
by their financial strength ratings, any ongoing solvency issues, any current risk of dispute on paid recoverables, and our past 
collection experience. There have been no significant balances determined to be uncollectible and thus no significant charges recorded 
during 2019 for uncollectible reinsurance recoverables.  

Our exposure to credit risk from any one reinsurer is managed through diversification by reinsuring with a number of different 
reinsurers, principally in the United States and European reinsurance markets. When reinsurance for our Commercial and Personal 
Lines segments is placed, our standards of acceptability generally require that a reinsurer must have a minimum policyholder surplus 
of $500 million, a rating from A.M. Best and/or S&P of ñAò or better, or an equivalent financial strength if not rated. In addition, for 
lower rated or non-rated reinsurers, we customize collateral and restrict participation to effectively manage counterparty risk, with 
review and approval required by the counterparty credit committee. 

REGULATION  

Our property and casualty insurance subsidiaries are subject to extensive regulation in the states in which they transact business and 
are supervised by the individual state insurance departments. Numerous aspects of our business are subject to regulation, including 
premium rates, mandatory covered risks, limitations on the ability to non-renew, reject business or limit writings in certain geographic 
areas, prohibited exclusions, licensing and appointment of agents, restrictions on the size of risks that may be insured under a single 
policy, reserves and provisions for unearned premiums, losses and other obligations, deposits of securities for the benefit of 
policyholders, investments and capital, policy forms and coverages, advertising, and other conduct, including restrictions on the use of 
credit information and other factors in underwriting, as well as other underwriting and claims practices. These restrictions limit the 
ability of insurers to underwrite or price policies on the basis of available third-party information (such as ñsocial mediaò) and ñbig 
dataò. Insurers are also subject to state laws and regulations governing the use and protection of personal information collected in the 
ordinary course of operations. States also regulate various aspects of the contractual relationships between insurers and independent 
agents.  

Such laws, rules and regulations are usually overseen and enforced by the various state insurance departments, as well as through 
private rights of action and by state attorneys general. Such regulations or enforcement actions are often responsive to current 
consumer and political sensitivities, such as automobile and homeowners insurance rates and coverage forms, or which may arise after 
a major event. Such rules and regulations may result in rate suppression, limit our ability to manage our exposure to unprofitable or 
volatile risks, require expenditures to facilitate compliance, or lead to fines, premium refunds or other adverse consequences. The 
federal government also may regulate aspects of our businesses, such as the use of insurance (credit) scores or other information in 
underwriting and the protection of confidential information.  

In addition, as a condition to writing business in certain states, insurers are required to participate in various pools or risk sharing 
mechanisms or to accept certain classes of risk, regardless of whether such risks meet their underwriting requirements for voluntary 
business. Some states also limit or impose restrictions on the ability of an insurer to withdraw from certain classes of business. For 
example, Massachusetts, New York and California each impose material restrictions on a companyôs ability to materially reduce its 
exposures or to withdraw from certain lines of business in their respective states. The state insurance departments can impose 
significant charges on an insurer in connection with a market withdrawal or refuse to approve withdrawal plans on the grounds that 
they could lead to market disruption. Laws and regulations that limit cancellation and non-renewal of policies or that subject 
withdrawal plans to prior approval requirements may significantly restrict our ability to exit unprofitable markets. Such actions and 
related regulatory restrictions may limit our ability to reduce our potential exposure to hurricane-related losses.  

The insurance laws of many states subject property and casualty insurers doing business in those states to statutory property and 

casualty guaranty fund assessments. The purpose of a guaranty fund is to protect policyholders by requiring that solvent property and 

casualty insurers pay the insurance claims of insolvent insurers. These guaranty associations generally pay these claims by assessing 

solvent insurers proportionately based on each insurerôs share of voluntary premiums written in the state. While most guaranty 

associations provide for recovery of assessments through subsequent rate increases, surcharges or premium tax credits, there is no 

assurance that insurers will ultimately recover these assessments, which could be material, particularly following a large catastrophe 

or in markets which become disrupted.  
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We are subject to periodic financial and market conduct examinations conducted by state insurance departments. We are also required 

to file annual and other reports with state insurance departments relating to the financial condition of our insurance subsidiaries and 

other matters. The National Association of Insurance Commissioners (ñNAICò) and the Federal Insurance Office are each actively 

engaged in reviewing and considering proposed insurer risk-based capital standards, risk analysis, solvency assessments and other 

regulatory initiatives. 

Other aspects of our business are subject to regulation as well. For example, Opus is subject to regulation by the Securities and 

Exchange Commission (ñSECò) and state securities laws regulating the marketing and provision of institutional investment 

management services. 

INVOLUNTARY RESIDUAL MARKETS  

As noted above, as a condition of our license to write business in various states, we are required to participate in mandatory property 

and casualty residual market mechanisms which provide insurance coverages where such coverage may not otherwise be available or 

at rates deemed reasonable. Such mechanisms provide coverage primarily for personal and commercial property, personal and 

commercial automobile, and workersô compensation, and include assigned risk plans, reinsurance facilities and involuntary pools, 

joint underwriting associations, fair access to insurance requirements (ñFAIRò) plans and commercial automobile insurance plans.  

For example, since most states compel the purchase of a minimal level of automobile liability insurance, states have developed shared 

market mechanisms to provide the required coverages and in many cases, optional coverages, to those drivers who, because of their 

driving records or other factors, cannot find insurers who will insure them voluntarily. Also, FAIR plans and other similar property 

insurance shared market mechanisms increase the availability of property insurance in circumstances where homeowners are unable to 

obtain insurance at rates deemed reasonable, such as in coastal areas or in areas subject to other hazards. Licensed insurers writing 

business in such states are often required to pay assessments to cover reserve deficiencies generated by such plans.  

With respect to FAIR plans and other similar property insurance shared market mechanisms that have significant exposures, it is 

difficult to accurately estimate our potential financial exposure for future events. Assessments following a large coastal event, 

particularly one affecting Massachusetts, Texas, New York or North Carolina, or a large wildfire event affecting California, could be 

material to our results of operations. Our participation in such shared markets or pooling mechanisms is generally proportional to our 

direct writings for the type of coverage written by the specific pooling mechanism in the applicable state or other jurisdiction. For 

example, we are subject to mandatory participation in the Michigan Assigned Claims (ñMACò) facility. MAC is an assigned claim 

plan covering people injured in uninsured motor vehicle accidents. Our participation in the MAC facility is based on our share of 

personal and commercial automobile direct written premium in the state and resulted in underwriting losses of $13.9 million in 2019. 

There were no other mandatory residual market mechanisms that were significant to our 2019 results of operations.  

RESERVE FOR UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES  

Reference is made to ñResults of Operations ï Segments ï Reserve for Losses and Loss Adjustment Expensesò of Managementôs 
Discussion and Analysis for discussion of prior year development. Additionally, information regarding loss and LAE reserve 
development appears in Note 15 ï ñLiabilities for Outstanding Claims, Losses and Loss Adjustment Expensesò in the Notes to 
Consolidated Financial Statements. 

The following table reconciles reserves determined in accordance with accounting practices prescribed or permitted by insurance 

statutory authorities (ñStatutoryò) to reserves determined in accordance with generally accepted accounting principles (ñGAAPò). The 

primary difference between the Statutory reserves and our GAAP reserves is the requirement, on a GAAP basis, to present reinsurance 

recoverables as an asset, whereas Statutory guidance provides that reserves are reflected net of the corresponding reinsurance 

recoverables. We do not use discounting techniques in establishing GAAP reserves for property and casualty losses and LAE, nor 

have we participated in any loss portfolio transfers or other similar transactions.  

DECEMBER 31   2019     2018     2017   

(in millions)                         

Statutory reserve for losses and LAE   $ 4,184.2     $ 3,935.6     $ 3,717.8   

GAAP adjustments:                         

Reinsurance recoverables on unpaid losses of our 

   insurance subsidiaries     1,574.8       1,472.6       1,455.0   

Statutory reserves for discontinued accident and health business     (113.2 )     (112.4 )     (122.4 ) 

Other     8.6       8.3       8.1   

GAAP reserve for losses and LAE   $ 5,654.4     $ 5,304.1     $ 5,058.5   

Reserves for discontinued accident and health business of our insurance subsidiaries are included in liabilities of discontinued 

operations for GAAP and loss and loss adjustment expenses for Statutory reporting.  



Table of Contents 

14 

DISCONTINUED OPERATIONS  

Discontinued operations include our discontinued accident and health and life businesses and our former Chaucer operations. 

Accident and Health and Life Businesses 

The discontinued accident and health business includes interests in 24 accident and health reinsurance pools and arrangements that we 

retained subsequent to the sale of First Allmerica Financial Life Insurance Company (ñFAFLICò) in 2009. We ceased writing new 

premiums in this business in 1999, subject to certain contractual obligations. The reinsurance pool business consists primarily of long-

term care, the medical and disability portions of workersô compensation risks, assumed personal accident, individual medical, long-

term disability, and special risk business. This business also includes residual health insurance policies. Total reserves for the assumed 

accident and health business were $113.9 million at December 31, 2019. The long-term care pool accounted for approximately 71% of 

these reserves as of December 31, 2019. Reserves for the long-term care pool, individual medical, and residual health insurance 

policies are discounted. Reserves for all other assumed accident and health business are undiscounted. Assets and liabilities related to 

the discontinued accident and health business are reflected as assets and liabilities of discontinued life businesses.  

Loss estimates associated with substantially all of the discontinued accident and health business are provided by managers of each 

pool. We adopt reserve estimates for this business that consider this information, expected returns on assets assigned to this business 

and other facts. We update these reserves as new information becomes available and further events occur that may affect the ultimate 

resolution of unsettled claims. Based on information provided to us by the pool managers, we believe the reserves recorded related to 

this business are adequate. However, since reserve and claim cost estimates related to the discontinued accident and health business 

are dependent on several assumptions, including, but not limited to, morbidity, lapses, future premium rates, future health care costs, 

persistency of medical care inflation and investment performance, and these assumptions can be impacted by technical developments 

and advancements in the medical field, medical and long-term care inflation and other factors, there can be no assurance that the 

reserves established for this business will prove sufficient. Revisions to these reserves could have a material adverse effect on our 

results of operations for a particular quarterly or annual period or on our financial position.  See also ñRisk Factorsò in Part I ï Item 

1A. 

Our long-term care pool accounts for the majority of our remaining reinsurance pool business. The potential risk and exposure of our 

long-term care pool is based upon expected estimated claims and payment patterns, using assumptions for, among other things, 

morbidity, lapses, future premium rates, and the interest rate used for discounting the future projected cash flows, as well as regulatory 

developments affecting the ceding insurers. The long-term exposure of this pool depends upon how our actual experience compares 

with these future cash flow projection assumptions. 

Our former life insurance businesses, which are also included in discontinued operations, include activities that were not significant to 

our 2019, 2018 or 2017 results, although we retain tax and other indemnification obligations with respect to these businesses. 

Chaucer 

In 2018, we sold the majority of our Chaucer segment. Prior to the sale, this business reflected our international property and casualty 

insurance products that were sold through a wholly-owned subsidiary, Chaucer, which operates through the Society and Corporation 

of Lloydôs (ñLloydôsò) and is domiciled in the U.K. We subsequently completed the sales of the Chaucer-related Irish and Australian 

entities on February 14, 2019 and April 10, 2019, respectively. During 2019, we received a cash payment of $22.0 million in final 

settlement of the contingent proceeds related to the Chaucer transaction. Results from the Chaucer segment were not significant in 

2019.  

See also the ñDiscontinued Chaucer Businessò section in our Managementôs Discussion and Analysis and Note 2 ï ñDiscontinued 

Operationsò in the Notes to Consolidated Financial Statements.  

INVESTMENT PORTFOLIO  

Our wholly-owned subsidiary, Opus, is responsible for managing our investment portfolio. Opus directly manages our entire fixed 

maturity and equity security portfolios, which together with cash, constitute approximately 91% of our investment portfolio. Opus is 

also responsible for the selection and monitoring of external asset managers for our commercial mortgage loan participations and 

limited partnership investments. We select and monitor external managers based on investment style, performance and corporate 

governance.  



Table of Contents 

15 

Our investments are generally of high quality and our fixed maturities and equities are broadly diversified across sectors of the fixed 

income and equity markets. Our overall investment strategy is intended to balance investment income with credit and interest rate risk, 

while maintaining sufficient liquidity and providing the opportunity for capital growth. The asset allocation process takes into 

consideration the types of business written and the level of surplus required to support our different businesses and the risk return 

profiles of the underlying asset classes. We recognize Environmental, Social and Governance (ñESGò) issues as important factors to 

include in the fundamental investment research process performed because these factors can influence the sustainability of an 

investment and its risk and return profile. We look to balance the goals of capital preservation, net investment income stability, 

liquidity and total return. 

The majority of our assets are invested in the fixed income markets. Through fundamental research and credit analysis, with a focus 

on value investing, Opus seeks to identify a portfolio of stable income-producing higher quality U.S. government, foreign government, 

municipal, corporate, residential and commercial mortgage-backed securities and asset-backed securities. We have a general policy of 

diversifying investments both within and across major investment and industry sectors to mitigate credit and interest rate risk. We 

monitor the credit quality of our investments and our exposure to individual markets, borrowers, industries, sectors and, in the case of 

commercial mortgage-backed securities and commercial mortgage loan participations, property types and geographic locations.  

Investments held by our insurance subsidiaries are subject to diversification requirements under state insurance laws. Investment 

considerations include asset/liability profile, including duration, convexity and other characteristics within specified risk tolerances. 

The investment portfolio duration is approximately 4.3 years. We seek to maintain sufficient liquidity to support our cash flow 

requirements by monitoring the cash requirements associated with our insurance and corporate liabilities, laddering the maturities 

within the portfolio, closely monitoring our investment durations, holding high quality liquid public securities and managing the 

purchases and sales of assets.  

Reference is made to ñInvestmentsò in Managementôs Discussion and Analysis.  

RATING AGENCIES  

Insurance companies are rated by financial strength rating agencies to provide both industry participants and insurance consumers 

information on specific insurance companies. Higher ratings generally indicate the rating agenciesô opinion regarding financial 

stability and a stronger ability to pay claims.  

Strong ratings are important factors in marketing our products to our agents and customers, since rating information is broadly 

disseminated and generally used throughout the industry. We believe that a rating of ñA-ò or higher from A.M. Best Co. is particularly 

important for our business. Insurance company financial strength ratings are assigned to an insurer based upon factors deemed by the 

rating agencies to be relevant to policyholders and are not directed toward protection of investors. Such ratings are neither a rating of 

securities nor a recommendation to buy, hold or sell any security.  

EMPLOYEES  

As of December 31, 2019, we had approximately 4,300 employees, all of whom are located in the United States. We believe our 

relations with employees are good.  

EXECUTIVE OFFICERS OF THE REGISTRANT  

Reference is made to ñDirectors and Executive Officers of the Registrantò in Part III - Item 10.  

AVAILABLE INFORMATIO N  

We file our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, our definitive proxy statement 

on Schedule 14A, and other required information with the SEC. Shareholders may obtain reports, proxy and information statements, 

and other information with respect to our filings, at the SECôs website, https://www.sec.gov.  

Our website address is https://www.hanover.com. We make available, free of charge, on or through our website, our annual report on 

Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished pursuant 

to Sections 13(a) or 15(d) of the Securities Exchange Act of 1934, as soon as reasonably practicable after we electronically file such 

material with, or furnish it to, the SEC. Our Code of Conduct is also available, free of charge, on our website. Additionally, our 

Corporate Governance Guidelines and the charters of our Audit Committee, Compensation Committee, Committee of Independent 

Directors and Nominating and Corporate Governance Committee, are available on our website. All documents are also available in 

print to any shareholder who requests them. Unless specifically incorporated by reference, information on our website is not part of 

this Annual Report on Form 10-K. 
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ITEM  1AïRISK FACTORS  

RISK FACTORS AND FORWARD LOOKING STATEMENTS  

We wish to caution readers that the following important factors, among others, in some cases have affected, and in the future could 
affect, our actual results and could cause our actual results to differ materially from historical results and from those expressed in any 
forward-looking statements made from time to time by us on the basis of our then-current expectations. The words ñbelievesò, 
ñanticipatesò, ñexpectsò, ñprojectionsò, ñoutlookò, ñshouldò, ñcouldò, ñplanò, ñguidanceò, ñlikelyò, ñon track toò, ñtargetedò and 
similar expressions are intended to identify forward-looking statements. Our businesses are in rapidly changing and competitive 
markets and involve a high degree of risk and unpredictability. Forward-looking projections are subject to these risks and 
unpredictability.  

Our results may fluctuate as a result of cyclical or non-cyclical changes in the property and casualty insurance industry.  

The property and casualty insurance industry historically has been subject to significant fluctuations and uncertainties. Our 
profitability is materially affected by the following items:  

¶ increases in costs, particularly increases occurring after the time our insurance products are priced, including construction, 
automobile repair, and medical and rehabilitation costs. This includes inflation, rises in the cost of products due to tariffs 
or other factors and ñcost shiftingò from health insurers to casualty and liability insurers (whether as a result of an 
increasing number of injured parties without health insurance, coverage changes in health policies to make such coverage 
secondary to casualty policies, the further implementation or the repeal of national healthcare legislation, lower 
reimbursement rates for the same procedures by health insurers or government-sponsored insurance, or the 
implementation of the Medicare Secondary Payer Act, which imposes reporting and other requirements with respect to 
medical and related claims paid for Medicare eligible individuals). As it relates to construction, there are often temporary 
increases in the cost of building supplies and construction labor after a significant event (for example, so called ñdemand 
surgeò that causes the cost of labor, construction materials and other items to increase in a geographic area affected by a 
catastrophe). In addition, we are limited in our ability to negotiate and manage reimbursable expenses incurred by our 
policyholders;  

¶ competitive and regulatory pressures, which affect the prices of our products and the nature of the risks covered;  

¶ volatile and unpredictable developments, including severe weather, catastrophes, wildfires and terrorist actions;  

¶ legal, regulatory and socio-economic developments, such as new theories of insured and insurer liability and related 
claims and extra-contractual awards such as punitive damages, financed litigation, where a third party unrelated to a 
lawsuit provides capital to a plaintiff in return for a portion of any financial recovery from the lawsuit, and ñsocial 
inflationò or other increases in the costs of litigation, size of jury awards or changes in applicable laws and regulations 
(such as changes in the thresholds affecting ñno faultò liability or when non-economic damages are recoverable for bodily 
injury claims or coverage requirements) that impact our claim payouts;  

¶ fluctuations in interest rates, as a result of a change in monetary policy or otherwise, inflationary pressures, default rates, 
commodity prices, foreign exchange rates and other factors that affect net income, including with respect to investment 
returns and operating results for certain of our lines of business; and  

¶ other general economic conditions and trends that may affect the adequacy of reserves.  

The demand for property and casualty insurance can also vary significantly based on general economic conditions (either nationally or 
regionally), rising as the overall level of economic activity increases and falling as such activity decreases. Loss patterns also tend to 
vary inversely with local economic conditions, increasing during difficult or unstable economic times and moderating during 
economic upswings or periods of stability. The fluctuations in demand and competition could produce unpredictable underwriting 
results.  

Actual losses from claims against our property and casualty insurance subsidiaries may exceed their reserves for claims.  

Our property and casualty insurance subsidiaries maintain reserves to cover their estimated ultimate liability for losses and loss 
adjustment expenses with respect to reported and unreported claims incurred as of the end of each accounting period. Reserves do not 
represent an exact calculation of liability. Rather, reserves represent estimates, involving actuarial projections and judgments at a 
given time, of what we expect the ultimate settlement and administration of incurred claims will cost based on facts and circumstances 
then known, predictions of future events, estimates of future trends in claims frequency and severity and judicial theories of liability, 
costs of repair and replacement, legislative activity and myriad other factors.  
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The inherent uncertainties of estimating reserves are greater for certain types of property and casualty insurance lines. These include 
automobile bodily injury liability, automobile personal injury protection, general liability, and workersô compensation, where a longer 
period of time may elapse before a definitive determination of ultimate liability may be made, environmental liability, where the 
technological, judicial and political climates involving these types of claims are continuously evolving, and casualty coverages such as 
professional liability. There is also greater uncertainty in establishing reserves with respect to new business, particularly new business 
that is generated with respect to newer product lines, such as our financial institutions and cyber-risk lines, by newly appointed agents, 
or in new geographies where we have less experience in conducting business. In these cases, there is less historical experience or 
knowledge and less data that the actuaries can rely on. Estimating reserves is further complicated by unexpected claims or unintended 
coverages that emerge due to changing conditions. These emerging issues may increase the size or number of claims beyond our 
underwriting intent and may not become apparent for many years after a policy is issued, such as was the case for the industry with 
respect to environmental, asbestos, and certain product liability claims. Similar concerns have emerged with what has been called 
ñsilentò cyber, or claims arising for cyber losses under traditional policies where such coverage is not contemplated. These losses are 
reflected as prior year reserve development. Although we undertake underwriting actions designed to limit losses once emerging 
issues are identified, we remain subject to losses on policies issued during those years preceding the underwriting actions. 

Additionally, the introduction of new Commercial Lines products and the development of new niche and specialty lines present new 
risks. Certain specialty products, such as the human services program, non-profit directors and officers liability and employment 
practices liability policies, lawyers and other professional liability policies, healthcare lines and directors and officers coverage may 
also require a longer period of time (the so-called ñtailò) to determine the ultimate liability associated with the claims and may 
produce more volatility in our results and less certainty in our accident year reserves. Some lines of business, such as surety, are less 
susceptible to establishing reserves based on actuarial or historical experience and losses may be episodic, depending on economic and 
other factors. Changes in laws, such as so-called ñreviverò statutes that retrospectively change the statutes of limitations for certain 
claims, such as sexual molestation claims, add further uncertainty to the adequacy of prior estimates. 

We regularly review our reserving techniques, reinsurance and the overall adequacy of our reserves based upon, among other things:  

¶ our review of historical data, legislative enactments, judicial decisions, legal developments and trends in imposition of 
damages, changes in political attitudes and trends in general economic conditions;  

¶ our review of per claim information;  

¶ historical loss experience of our property and casualty insurance subsidiaries and the industry as a whole; and  

¶ the terms of our property and casualty insurance policies.  

Underwriting results and operating income could be adversely affected by further changes in our net loss and LAE estimates related to 
significant events or emerging risks, such as risks related to attacks on or breaches of cloud-based data information storage or 
computer network systems (ñcyber-risksò), privacy regulations or disruptions caused by major power grid failures or widespread 
electrical and electronic equipment failure due to aging infrastructure, natural factors like hurricanes, earthquakes, wildfires, solar 
flares and pandemic or man-made factors like terrorism.  

Estimating losses following any major catastrophe or with respect to emerging claims is an inherently uncertain process. Factors that 
add to the complexity of estimating losses from these events include the legal and regulatory uncertainty, the complexity of factors 
contributing to the losses, delays in claim reporting, and with respect to areas with significant property damage, the impact of 
ñdemand surgeò and a slower pace of recovery resulting from the extent of damage sustained in the affected areas due, in part, to the 
availability and cost of resources to effect repairs. Emerging claims issues may involve complex coverage, liability and other costs 
which could significantly affect LAE. As a result, there can be no assurance that our ultimate costs associated with these events or 
issues will not be substantially different from current estimates (for example, actual losses arising from an event could have varied 
widely depending on the interpretation of various policy provisions). Investors should consider the risks and uncertainties in our 
business that may affect net loss and LAE reserve estimates and future performance, including the difficulties in arriving at such 
estimates.  

Anticipated losses associated with business interruption exposure, the impact of wind versus water as the cause of loss, disputes over 
the extent of damage caused by hail storms (particularly with respect to roof damage claims), supplemental payments on previously 
closed claims caused by the development of latent damages or new theories of liability and inflationary pressures leading to claims 
cost escalation could also have a negative impact on future loss reserve development. Many states permit insureds to simply sign-over 
their claims to contractors or others (so-called ñassignment of benefitsò), which frequently generate higher claim demands. Other 
states permit filing of suits without prior discussions, which has a similar effect and also increases loss adjustment costs. 

Because of the inherent uncertainties involved in setting reserves and establishing current and prior-year ñloss picksò, including those 
related to catastrophes, we cannot provide assurance that the existing reserves or future reserves established by our property and 
casualty insurance subsidiaries will prove adequate in light of subsequent events. Our results of operations and financial condition 
have in the past been, and in the future could be, materially affected by adverse loss development for events that we insured in prior 
periods.  



Table of Contents 

18 

Due to geographical concentration in our property and casualty business, changes in economic, regulatory and other conditions in 
the regions where we operate could have a significant negative impact on our business as a whole. Geographic concentrations also 
expose us to losses that are potentially disproportionate to our market share in the event of natural or other catastrophes.  

We generate a significant portion of our property and casualty insurance net premiums written and earnings in Michigan, 
Massachusetts and other states in the Northeast, including New York. In addition, a significant amount of Commercial Linesô net 
written premium is generated in California. For the year ended December 31, 2019, approximately 20.9% and 9.5% of our net 
premiums written in our property and casualty business were generated in the states of Michigan and Massachusetts, respectively, and 
12.0% of our Commercial Linesô net premiums written was generated in California. Many states in which we do business impose 
significant rate control and residual market charges, and restrict an insurerôs ability to exit such markets (for example, the Insurance 
Commissioner in California has taken steps to limit non-renewal of property policies in geographic areas prone to wildfires). The 
revenues and profitability of our property and casualty insurance subsidiaries are subject to prevailing economic, regulatory, 
demographic and other conditions, including adverse weather in Michigan and the Northeast. Because of our geographic concentration 
in certain regions, our business, as a whole, could be significantly affected by changes in the economic, regulatory and other 
conditions in such areas.  

Further, certain new catastrophe models assume an increase in frequency and severity of certain weather or other events, such as fires, 
whether as a result of global climate change or otherwise. Financial strength rating agencies emphasize capital and reinsurance 
adequacy for insurers with geographic concentrations of risk that may be subject to disproportionate risk of loss. These factors also 
may result in insurers seeking to diversify their geographic exposure, which could result in increased regulatory restrictions in those 
markets where insurers seek to exit or reduce coverage, as well as an increase in competitive pressures in less weather-exposed 
markets.  

Our profitability may be adversely affected if our pricing models differ materially from actual results.  

The profitability of our business depends on the extent to which our actual claims experience is consistent with the assumptions we 

use in pricing our policies. We price our business in a manner that is intended to be consistent, over time, with actual results and return 

objectives. Our estimates and models, and/or the assumptions behind them, may differ materially from actual results.  

If we fail to appropriately price the risks we insure, fail to change or are slow to change our pricing model to appropriately reflect our 

current experience, or if our claims experience is more frequent or severe than our underlying risk assumptions, our profit margins will 

be negatively affected. If we underestimate the frequency and/or severity of extreme adverse events occurring, our financial condition 

may be adversely affected. If we overestimate the risks we are exposed to, we may overprice our products, and new business growth 

and retention of our existing business may be adversely affected.  

Limitations on the ability to predict the potential impact of weather events and catastrophes may impact our future profits and cash 

flows.  

Our business is subject to claims arising out of catastrophes that may have a significant impact on our results of operations and 

financial condition. We have experienced, and in the future may experience, catastrophe losses that could have a material adverse 

impact on our business. Catastrophes can be caused by various events, including hurricanes, floods, earthquakes, tornadoes, wind, 

hail, fires, drought, severe winter weather, volcanic eruptions, tropical storms, tsunamis, sabotage, terrorist actions, explosions, 

nuclear accidents, solar flares, and power outages. The frequency and severity of catastrophes are inherently unpredictable.  

The extent of gross losses from a catastrophe is a function of the total amount of insured exposure in the area affected by the event and 
the severity of the event. The extent of net losses depends on the amount and collectability of reinsurance.  

Additionally, the severity of certain catastrophes could be so significant that it restricts the ability of certain locations to recover their 
economic viability in the near term. And, repeated catastrophes or the threat of catastrophes could undermine the long-term economic 
viability of certain locations like coastal or wildfire-exposed communities, which could have a significant negative impact on our 
business.  

Although catastrophes can cause losses in a variety of property and casualty lines, homeowners and commercial multiple peril 
property insurance have, in the past, generated the vast majority of our catastrophe-related claims. Our catastrophe losses have 
historically been principally weather-related, particularly from hurricanes, or hail damage, as well as snow and ice damage from 
winter storms. 

Although the insurance industry and rating agencies have developed various models intended to help estimate potential insured losses 
under thousands of scenarios, there is no reliable way of predicting the probability of such events or the magnitude of such losses 
before a specific event occurs. We utilize various models and other techniques in an attempt to measure and manage potential 
catastrophe losses within various income and capital risk appetites. However, such models and techniques have many limitations. In 
addition, due to historical concentrations of business, regulatory restrictions and other factors, our ability to manage such 
concentrations is limited, particularly in the Northeast and in the state of Michigan.  

We purchase catastrophe reinsurance as protection against catastrophe losses. Reinsurance is subject to the adequacy and counterparty 
reinsurance risks described below. Should we experience losses from one significant or several large catastrophes, there can be no 
assurance that our reinsurance program will provide adequate coverage levels.  
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Our business is dependent on our ability to manage risk, and the failure of the risk mitigation strategies we utilize could have a 
material adverse effect on our financial condition or results of operations.  

Our business performance is highly dependent on our ability to manage operational risks that arise from a large number of day-to-day 

business activities, including insurance underwriting, claims processing, servicing, investment, financial and tax reporting, compliance 

with regulatory requirements and other activities. We utilize numerous strategies to mitigate our insurance risk exposure, including: 

underwriting; setting exposure limits, deductibles and exclusions to mitigate policy risk; updating and reviewing the terms and 

conditions of our policies; managing risk aggregation by product line, geography, industry type, credit exposure and other bases; and 

ceding insurance risk. We seek to monitor and control our exposure to risks arising out of these activities through an enterprise-wide 

risk management framework. However, there are inherent limitations in all of these tactics, and no assurance can be given that these 

processes and procedures will effectively control all known risks or effectively identify unforeseen risks or that an event or series of 

events will not result in loss levels in excess of our probable maximum loss models, which could have a material adverse effect on our 

financial condition or results of operations. It is also possible that losses could manifest themselves in ways that we do not anticipate 

and that our risk mitigation strategies are not designed to address. Such a manifestation of losses could have a material adverse effect 

on our financial condition or results of operations. These risks may be heightened during times of challenging macroeconomic 

conditions.  

We cannot guarantee the adequacy of or ability to maintain our current level of reinsurance coverage.  

Similar to insurance companies, reinsurance companies can also be adversely impacted when catastrophes occur. In setting our 

retention levels and coverage limits, we consider our level of statutory surplus and exposures, as well as the current reinsurance 

pricing environment, but there can be no assurance that we adequately set these levels or limits or that we will be able to maintain our 

current or desired levels of reinsurance coverage. In particular, and as discussed under ñReinsurance Program Overviewò, not all of 

our 2020 reinsurance programs for the Commercial and Personal Lines are fully placed. Reinsurance is a significant factor in our 

overall cost of providing primary insurance. However, unlike primary insurers, reinsurers are not subject to rate or other restrictions 

requiring them to continue availability of reinsurance or limiting cost increases or mandating coverage forms. An individual insurerôs 

reinsurance expense is correlated to the level of losses experienced by its reinsurers. Future catastrophic events and other changes in 

the reinsurance marketplace, including as a result of investment losses or disruptions due to challenges in the financial markets that 

have occurred or could occur in the future, may adversely affect our ability to obtain such coverages, as well as adversely affect the 

cost of obtaining that coverage.  

Additionally, the availability, scope of coverage, cost, and creditworthiness of reinsurance could continue to be adversely affected as a 

result of not only new catastrophes, but also terrorist attacks and the perceived risks associated with future terrorist activities, global 

conflicts, including the threat of nuclear conflict, and the changing legal and regulatory environment (including changes which could 

create new insured risks). Federal reinsurance for terrorism risks coverage offered by insurers is available under the federal terrorism 

risk insurance program, but it only applies to certified events of terrorism (as defined in the legislation) and contains certain caps and 

deductibles. Although the federal terrorism risk insurance program coverage is in effect through December 31, 2027, should this 

program be modified unfavorably by the government in the future, private reinsurance for events of terrorism may not be available to 

us or available at reasonable or acceptable rates. 

Although we monitor their financial soundness, we cannot be sure that our reinsurers will pay in a timely fashion, if at all.  

We purchase reinsurance by transferring (known as ceding) part of the risk that we have assumed to reinsurance companies in 

exchange for part of the premium we receive in connection with the risk. As of December 31, 2019, our reinsurance receivable 

(including from the MCCA) amounted to approximately $1.8 billion. Although reinsurance makes the reinsurer liable to us to the 

extent the risk is transferred or ceded to the reinsurer, it does not relieve us (the reinsured) of our liability to our policyholders. 

Accordingly, we bear counterparty risk with respect to our reinsurers, including risks resulting from over-concentration of exposures 

within the industry. Although we monitor the financial strength ratings assigned to them by rating agencies, their reputations in the 

reinsurance marketplace, our collections history with them, the credit quality of our reinsurers, and the analysis and guidance of our 

reinsurance advisors, and we believe that the financial condition of our reinsurers is sound, we cannot be sure that they will pay the 

reinsurance recoverables owed to us currently or in the future or that they will pay such recoverables on a timely basis. The 

contractual obligations under reinsurance agreements are typically with individual subsidiaries of the reinsurance group and are not 

typically guaranteed by other group members. In certain circumstances, with ñunauthorizedò reinsurers or those with lower financial 

strength ratings, we may require collateral equal to 100% of estimated reinsurance recoverables. 
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Climate change may adversely impact our results of operations.  

The increased frequency and severity of weather-related catastrophes and other losses, such as from wildfires, incurred by the industry 

in 2019 and in prior years is increasingly indicative of changing weather patterns and, climate-warming trends (ñglobal climate 

changeò), which could cause such events to persist. Increased weather-related catastrophes would lead to higher overall losses, which 

we may not be able to recoup, particularly in a highly regulated and competitive environment, and higher reinsurance costs. As noted 

above, certain catastrophe models assume an increase in frequency and severity of certain weather or other events, which could result 

in a disproportionate impact on insurers with certain geographic concentrations of risk. This would also likely increase the risks of 

writing property insurance in coastal areas or areas susceptible to wildfires or flooding, particularly in jurisdictions that restrict pricing 

and underwriting flexibility. The threat of rising seas or other catastrophe losses as a result of global climate change may also cause 

property values in coastal or such other communities to decrease, reducing the total amount of insurance coverage that is required. 

In addition, global climate change could have an impact on assets that we invest in, resulting in realized and unrealized losses in future 

periods that could have a material adverse impact on our results of operations and/or financial position. It is not possible to foresee 

which, if any, assets, industries or markets will be materially and adversely affected, nor is it possible to foresee the magnitude of such 

effect.  

We may incur financial losses resulting from our participation in shared market mechanisms, mandatory reinsurance programs 

and mandatory and voluntary pooling arrangements.  

In most of the jurisdictions that we operate in, our property and casualty insurance subsidiaries are required to participate in 

mandatory property and casualty shared market mechanisms, government-sponsored reinsurance programs or pooling arrangements. 

These arrangements are designed to provide various insurance coverages to individuals or other entities that are otherwise unable to 

purchase such coverage or to support the costs of uninsured motorist claims in a particular state or region. We cannot predict whether 

our participation in these shared market mechanisms or pooling arrangements will provide underwriting profits or losses to us. For the 

year ended December 31, 2019, we experienced an underwriting loss of $14.1 million from participation in these mechanisms and 

pooling arrangements, compared to underwriting losses of $23.2 million and $13.6 million in 2018 and 2017, respectively. We may 

face similar or more significant earnings fluctuations in the future.  

Additionally, increases in the number of participants or insureds in state-sponsored reinsurance pools, FAIR plans or other residual 
market mechanisms, particularly in the states of Massachusetts, Texas, California, New York, or North Carolina, combined with 
regulatory restrictions on the ability to adequately price, underwrite, or non-renew business, as well as new legislation, or changes in 
existing case law, could expose us to significant risks of increased assessments from these residual market mechanisms. There could 
also be a significant adverse impact as a result of losses incurred in those states due to hurricane or other high loss exposures, as well 
as the declining number of carriers providing coverage in those regions. We are unable to predict the likelihood or impact of such 
potential assessments or other actions.  

We also have credit risk associated with certain mandatory reinsurance programs, such as the MCCA. See ñRisk Factors ï Michigan 
PIP Reform,ò for more information on the MCCA. 

In addition, we may be adversely affected by liabilities resulting from our previous participation in certain voluntary property and 
casualty assumed reinsurance pools. We have terminated our participation in virtually all property and casualty voluntary pools, but 
we remain subject to claims related to the periods when we participated. The property and casualty industryôs assumed reinsurance 
businesses have suffered substantial losses during the past several years, particularly related to environmental and asbestos exposure 
for property and casualty coverages, in some cases resulting from incidents alleged to have occurred decades ago. Due to the inherent 
volatility in these businesses, possible issues related to the enforceability of reinsurance treaties in the industry and the continuing 
history of increased losses, we cannot provide assurance that our current reserves are adequate or that we will not incur losses in the 
future. Our operating results and financial position may be adversely affected by liabilities resulting from any such claims in excess of 
our loss estimates. As of December 31, 2019, our reserves totaled $37.4 million for these legacy voluntary property and casualty 
assumed reinsurance pools, with the largest being the Excess Casualty Reinsurance Association (ñECRAò) pool.  
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Our businesses are heavily regulated, and changes in regulation may reduce our profitability.  

Our insurance businesses are subject to supervision and regulation by the state insurance authority in each state where we transact 
business. This system of supervision and regulation relates to numerous aspects of an insurance companyôs business and financial 
condition, including limitations on the authorization of lines of business, underwriting limitations, the ability to utilize credit-based 
insurance scores, gender, geographic location, information publicly available (such as on social media), education, occupation, income 
or other factors in underwriting, the ability to terminate agents, supervisory and liability responsibilities for agents, the setting of 
premium rates, the requirement to write certain classes of business that we might otherwise avoid or charge different premium rates, 
restrictions on the ability to withdraw from certain lines of business or terminate policies or classes of policyholders, the establishment 
of standards of solvency, the licensing of insurers and agents, compensation of and contractual arrangements with independent agents, 
concentration of investments, levels of reserves, the payment of dividends, transactions with affiliates, changes of control, protection 
of private information of our agents, policyholders, claimants and others (which may include highly sensitive financial or medical 
information or other private information such as social security numbers, driving records, driverôs license numbers, etc.) and the 
approval of policy forms. From time to time, various states and Congress have proposed to prohibit or otherwise restrict the use of 
credit-based insurance scores in underwriting or rating our Personal Lines business. The elimination of the use of credit-based 
insurance scores could cause significant disruption to our business and our confidence in our pricing and underwriting. Most insurance 
regulations are designed to protect the interests of policyholders rather than stockholders and other investors.  

Legislative and regulatory restrictions are constantly evolving and are subject to then current political pressures. For example, 
following major events, states have considered, and in some cases adopted, proposals such as homeownersô ñBill of Rightsò, 
restrictions on storm deductibles, additional mandatory claim handling guidelines and mandatory coverages. More recently, the 
California Insurance Commissioner requested that all insurers operating in California voluntarily divest from any investments they 
may have in thermal coal and restricted the ability of carriers to non-renew certain coverages in wildfire disaster areas, and the New 
York Department of Financial Services and regulatory agencies in other states have enacted comprehensive cybersecurity regulations. 

Also, the federal Medicare, Medicaid and State Childrenôs Health Insurance Program Extension Act mandates reporting and other 
requirements applicable to property and casualty insurance companies that make payments to or on behalf of claimants who are 
eligible for Medicare benefits. These requirements have made bodily injury claim resolutions more difficult, particularly for complex 
matters or for injuries requiring treatment over an extended period, and impose significant penalties for non-compliance and reporting 
errors. These requirements also have increased the circumstances under which the federal government may seek to recover from 
insurers amounts paid to claimants in circumstances where the government had previously paid benefits.  

State regulatory oversight and various proposals at the federal level, through the Federal Insurance Office or other agencies, may, in 
the future, adversely affect our ability to sustain adequate returns in certain lines of business or in some cases, operate lines profitably. 
In recent years, the state insurance regulatory framework has come under increased federal scrutiny, and certain state legislatures have 
considered or enacted laws that alter and, in many cases, increase state authority to regulate insurance companies and insurance 
holding company systems.  

Our business could be negatively impacted by adverse state and federal legislation or regulation, or judicial developments, including 
those resulting in:  

¶ decreases in rates, including for example, recent regulatory or bureau actions to mandate reduced premiums for workersô 
compensation insurance;  

¶ limitations on premium levels;  

¶ coverage and benefit mandates;  

¶ limitations on the ability to manage care and utilization or other claim costs;  

¶ requirements to write certain classes of business or in certain geographies;  

¶ restrictions on underwriting, on methods of compensating independent producers, or on our ability to cancel or renew 
certain business (which negatively affects our ability to reduce concentrations of property risks);  

¶ higher liability exposures for our insureds;  

¶ increased assessments or higher premium or other taxes; and  

¶ enhanced ability to pierce ñno faultò thresholds, recover non-economic damages (such as ñpain and sufferingò), or pierce 
policy limits.  

These regulations serve to protect the customers and other third parties who deal with us and are heavily influenced by the then current 
political environment. If we are found to have violated an applicable regulation, administrative or judicial proceedings may be 
initiated against us that could result in censures, fines, civil penalties (including punitive damages), the issuance of cease-and-desist 
orders, premium refunds or the reopening of closed claim files, among other consequences. These actions could have a material 
adverse effect on our financial position and results of operations.  

In addition, we are reliant upon independent agents and brokers to market our products. Changes in regulations related to insurance 
agents and brokers that materially impact the profitability of the agent and broker business or that restrict the ability of agents and 
brokers to market and sell insurance products would have a material adverse effect on our business.  
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Further, as we continue to expand our business into new regions, either organically or through acquisition, we become subject to the 
regulations and different regulatory bodies governing such business in those locales. 

From time to time, we are also involved in investigations and proceedings by federal, state, and other governmental and self-
regulatory agencies. We cannot provide assurance that these investigations, proceedings and inquiries will not result in actions that 
would adversely affect our results of operations or financial condition.   

Michigan PIP Reform 

Since 1973, the state of Michigan has required all personal and commercial automobile polices issued in the state to include no-fault 
personal injury protection (ñPIPò) coverage without a cap on maximum benefits allowed (i.e., ñunlimited PIP benefitsò).  Insurers are 
required to retain a portion of the risk and the Michigan Catastrophic Claims Association (the ñMCCAò), a legislatively-created 
reinsurance mechanism, reinsures the portion of the risk in excess of the insurerôs mandated retention. The mandatory retention 
amount increases biennially at a statutory mandated rate and is currently $580,000. Premiums on Michigan automobile policies 
include a charge for both the insurerôs retained amount and a separately identified pass-through charge determined by the MCCA.  
These mandated PIP benefits, which are subject to limited cost and utilization controls, are much greater than provided in any other 
state.  Michigan average automobile premium rates are reportedly the highest in the United States and this benefit is regarded as a 
primary driver to overall premium rates.  

In response to concerns about the overall cost and affordability of automobile insurance in Michigan, which has also contributed to a 
reportedly high incidence of uninsured drivers, especially in Detroit and in other urban areas of the state, the state enacted legislation 
in June 2019 that will significantly change the current no-fault and PIP system. The new legislation will eliminate, effective July 2, 
2020, the current requirement that all insureds purchase unlimited PIP coverage and substitute instead tiered limits, ranging from zero 
(for those with certain health benefits meeting specified criteria) to unlimited benefits.  In contrast, the minimum amounts of bodily 
injury coverage drivers are required to purchase will increase, and we anticipate an increase in tort liability and related litigation from 
these changes.  The legislation includes underwriting and other restrictions and mandates, in addition to subjecting rates, forms and 
rules to prior approval from the Michigan Department of Insurance and Financial Services (ñMichigan Insurance Departmentò) before 
implementation.  

The legislation also imposes various cost controls, including medical fee schedules based on a multiple of Medicare reimbursement 
rates, and mandated PIP premium rate reductions with an eight-year premium rate freeze for the PIP component of automobile 
policies.  The Michigan Insurance Department is also preparing regulations to establish utilization controls.  The rate freeze was 
effective contemporaneously with the adoption of the legislation and the mandatory rate reduction is effective July 2, 2020. The 
expense and utilization controls do not go into effect until July 1, 2021. 

In response to the savings expected to be garnered from the expense and utilization controls when they become effective, the MCCA 
reassessed its outstanding liabilities and estimated that the deficit reported in more recent years had been ñerasedò  (notwithstanding a 
persistent reported annual deficit, the MCCAôs annual operations have always been cash flow positive).  As of December 31, 2019, 
our estimated reinsurance recoverable from the MCCA was $1.0 billion.  This estimate has not been reduced for the potential future 
claim cost savings. 

Many medical and other providers who receive reimbursement under the current PIP system strenuously object to the fee schedules, 
cost controls and utilization restrictions imposed by the new legislation.  Since the reform legislation was adopted, we have 
experienced an increase in litigation from medical and other providers demanding higher reimbursements under the current system.  
On October 3, 2019, litigation captioned Andary et. al. v. USAA Casualty Insurance Company and Citizens Insurance Company of 
America [a subsidiary of THG], Circuit Court for the County of Ingham, Michigan Case 19-738-CZ, was filed.  The plaintiffs seek a 
declaratory judgment that the fee schedules, attendant care reimbursement limits, cost controls and utilization provisions of the new 
legislation violate multiple provisions of the Michigan state constitution.  We intend to vigorously contest plaintiffsô claims. 

For the year ending December 31, 2019, Michigan personal automobile insurance represented approximately 47% of our total 
personal automobile net premiums written.  PIP net premium (which does not include the MCCA pass-through assessment) represents 
approximately 29% of those Michigan premiums.  It is not clear at this time whether projected savings from the various cost control 
measures, assuming they remain in effect, will be commensurate with the required PIP reductions and rate controls. Accordingly, there 
is increased uncertainty attributable to these changes regarding the future performance of our Personal Lines business. 

We are subject to litigation risks, including risks relating to the application and interpretation of contracts, and adverse outcomes 
in litigation and legal proceedings could adversely affect our results of operations and financial condition.  

We are subject to litigation risks, including risks relating to the application and interpretation of insurance and reinsurance contracts 
and our handling of claim matters (which can lead to bad faith and other forms of extra-contractual liability), and are routinely 
involved in litigation that challenges specific terms and language incorporated into property and casualty contracts, such as claims 
reimbursements, covered perils and exclusion clauses, among others, or the interpretation or administration of such contracts. We are 
also involved in legal actions that do not arise in the ordinary course of business, some of which assert claims for substantial amounts. 
Adverse outcomes could materially affect our results of operations and financial condition.  
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We are subject to mandatory assessments by state guaranty funds; an increase in these assessments could adversely affect our 
results of operations and financial condition.  

All fifty U.S. states and the District of Columbia have insurance guaranty fund laws requiring property and casualty insurance 
companies doing business within the state to participate in guaranty associations. These associations are organized to pay contractual 
obligations under insurance policies issued by impaired or insolvent insurance companies. The associations levy assessments, up to 
prescribed limits, on all member insurers in a particular state on the basis of the proportionate share of the premiums written by 
member insurers in the lines of business in which the impaired or insolvent insurer is engaged. Although mandatory assessments by 
state guaranty funds that are used to cover losses to policyholders of insolvent or rehabilitated companies can be substantially 
recovered over time through policyholder surcharges or a reduction in future premium taxes in many states (provided the collecting 
insurer continues to write business in such state), there can be no assurance that all funds will  be recoupable in the future. During 
2019, we had a total assessment of $1.8 million levied against us, with refunds of $1.1 million received in 2019 for a total net 
assessment of $0.7 million. As of December 31, 2019, we have $0.5 million of reserves related to guaranty fund assessments. In the 
future, these assessments may increase above levels experienced in prior years. Future increases in these assessments depend upon the 
rate of insolvencies of insurance companies. 

If we are unable to attract and retain qualified personnel, or if we experience the loss or retirement of key executives or other key 

employees, we may not be able to compete effectively and our operations could be impacted significantly.  

Our future success will be affected by our continued ability to attract, develop and retain qualified executives and other key 

employees, particularly those experienced in the property and casualty industry.  

Our profitability could be adversely affected by our relationships with our agencies.  

We distribute our products exclusively through independent agents and brokers who have the principal relationships with 

policyholders. Agents and brokers generally own the ñrenewal rightsò, and thus our business model is dependent on our relationships 

with, and the success of, the agents and brokers with whom we do business.    

We periodically review the agencies, including managing general agencies, with whom we do business, to identify those that do not 

meet our profitability standards or are not aligned with our business objectives. Following these periodic reviews, we may restrict such 

agenciesô access to certain types of policies or terminate our relationship with them, subject to applicable contractual and regulatory 

requirements that limit our ability to terminate agents or require us to renew policies. We may not achieve the desired results from 

these measures.  

Because we rely on independent agents as our sales channel, any deterioration in the relationships with our independent agents or 

failure to provide competitive compensation to our independent agents could lead agents to place more premium with other carriers 

and less premium with us. In addition, we could be adversely affected if the agencies, including managing general agencies, with 

whom we do business exceed the authority that we have given them, fail to transfer premium to us or breach the obligations that they 

owe to us. Although we routinely monitor our agency relationships, such actions could expose us to liability.  

Also, if agency consolidation continues at its current pace or increases in the future and more agencies are consolidated into larger 

agencies or managing general agencies, our sales channel could be materially affected in a number of ways, including loss of market 

access or market share in certain geographic areas if an acquirer is not one of our appointed agencies, loss of agency talent as the 

people most knowledgeable about our products and with whom we have developed strong working relationships exit the business 

following a disposition of an agency, increases in our commission costs as larger agencies acquire more negotiating leverage over 

their fees, and interference with the core agency business of selling insurance due to integration or distraction. Any such disruption 

that materially affects our sales channel could have a negative impact on our results of operations and financial condition. 

As the speed of digitization accelerates, we are subject to risks associated with both our agentsô and our ability to keep pace. In an 

increasingly digital world, agents who cannot provide a digital or technology-driven experience risk losing customers who demand 

such an experience, and such customers may choose to utilize more technology-driven agents or abandon the independent agency 

channel altogether. Additionally, if we are not able to keep pace with competitorsô digital offerings, we may not be able to meet the 

demand from our agents or their customers, which could lead to a loss of customers, agents or both.  

We may be affected by disruptions caused by the introduction of new products, related technology changes, and new operating 

models in Commercial Lines, Personal Lines and specialty businesses and future acquisitions, and expansion into new geographic 

areas.  

There are increased underwriting risks associated with premium growth and the introduction of new products or programs in our 

Commercial Lines, Personal Lines and specialty businesses. Additionally, there are increased underwriting risks associated with the 

appointment of new agencies and managing general agencies and with the expansion into new geographical areas.  
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The introduction of new Commercial Lines products and the development of new niche and specialty lines, presents new risks. Certain 

new specialty products may present longer ñtailò risks and increased volatility in profitability. Our expansion into western states, 

including California, presents additional underwriting risks since the regulatory, geographic, natural risk, legal environment, 

demographic, business, economic and other characteristics of these states present challenges different from those in the states where 

we historically have conducted business. In addition, our agency relationships in these new geographies are not as developed.  

Our Personal Lines production and earnings may be unfavorably affected by the continued introduction of new products, expanded 

risk appetites and our focus on account business (i.e., policyholders who have both automobile and homeowner insurance with us) that 

we believe, despite pricing discounts, will ultimately be more profitable business. We may also experience adverse selection, which 

occurs when insureds purchase our products because of under-pricing, operational difficulties or implementation impediments with 

independent agents or the inability to grow new markets after the introduction of new products or the appointment of new agents.  

As we enter new states or regions or grow our business, there can be no assurance that we will not experience higher loss trends than 

anticipated.   

We may experience difficulties with technology, implementing new technologies, data security and/or outsourcing relationships, 
which could have a negative impact on our ability to conduct our business. 

We use computer systems to store, retrieve, evaluate and utilize customer and company data and information. Our computer, 

information technology and telecommunications systems, in turn, interface with and rely upon third-party systems, including cloud-

based data storage. Our business is highly dependent on our ability and the ability of certain third parties, to access these systems to 

perform necessary business functions, including, without limitation, providing insurance quotes, processing premium payments, 

making changes to existing policies, filing and paying claims, providing customer support and managing investment portfolios. 

Systems attacks, failures or outages could compromise our ability to perform these functions in a timely manner, which could harm 

our ability to conduct business and hurt our relationships with our business partners and customers. In the event of a disaster such as a 

natural catastrophe, an industrial accident, a blackout, a computer virus, a cyber security attack or intrusion, a terrorist attack or war, 

or interference from solar flares, our systems or the external systems that we rely on may be inaccessible to our employees, customers 

or business partners for an extended period of time. Even if our employees are able to report to work, they may be unable to perform 

their duties for an extended period of time if our data or the systems that we rely on are disabled or destroyed or if our disaster 

recovery plans are inadequate or suffer from unforeseen consequences. This could result in a materially adverse effect on our business 

results and liquidity.  

We increasingly rely on technological and data-driven solutions to operate our business. If we are slow to adapt to, roll out or 

implement new technologies, particularly those that leverage data and analytics, it could materially affect our ability to meet the 

expectations of our customers or compete with more technologically adept competitors, particularly those with more resources to 

devote to new technologies or technological enhancements. 

In addition, we outsource certain technology and business process functions and data storage to third parties and may do so 

increasingly in the future. If we do not effectively develop, implement and monitor our outsourcing strategies, third-party providers do 

not perform as anticipated or we or they experience technological or other problems with a transition or in operations, we may not 

realize productivity improvements or cost efficiencies and may experience operational difficulties, liabilities for breaches of 

confidential information, increased costs and a loss of business. Our outsourcing of certain technology, data storage and business 

process functions to third parties may expose us to enhanced risk related to data security, which could result in monetary and 

reputational damages. In addition, our ability to receive services from third-party providers outside of the United States might be 

impacted by cultural differences, political instability, regulatory requirements or policies inside or outside of the United States. As a 

result, our ability to conduct our business might be adversely affected. 
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Data security incidents, including, but not limited to, those resulting from a malicious cyber security attack on us or our business 

partners and service providers, or intrusions into our systems or data sources could disrupt or otherwise negatively impact our 

business. 

Our systems and the systems that we rely on, like others in the financial services industry, are vulnerable to cyber security risks, and 

we are subject to disruption and other adverse effects caused by such activities. Large corporations such as ours are subject to daily 

attacks on their systems and other vulnerabilities to data security incidents. These attacks and incidents have included, or may in the 

future include: unauthorized access, viruses, malware or other malicious code, ransomware, deceptive social engineering campaigns 

(also known as ñphishingò or ñspoofingò), loss or theft of assets, employee errors or malfeasance, third-party errors or malfeasance, as 

well as system failures and other security events. Such attacks may have various goals, from seeking confidential information or the 

misdirection of payments, to causing operational disruption. Such activities could result in material disruptions to our operations, 

financial loss or material damage to our reputation. Like other companies, we have from time to time experienced, and are likely to 

continue to experience, security events and data intrusion, and while none of these events to date have had a material adverse effect on 

our business, no assurances can be made that such attacks or security events will not have a material adverse effect on our business in 

the future. As the breadth and complexity of cyber security attacks and other data security events become more prevalent and the 

methods used to perpetrate them evolve, we may be required to devote additional personnel, or financial or systems resources, to 

protecting our data security or investigating or remediating vulnerabilities as a result of data security incidents. Such resources could 

be costly in time and expenses, and could detract from resources spent on our core property and casualty insurance operations. In 

addition, we may not be able to detect an incident, assess its severity or impact, or appropriately respond in a timely manner, which 

could increase our exposure to an incident. 

The third parties with whom we work are also subject to these same risks, and we are vulnerable if a cyber security attack or other data 

security incident involves a third-party vendor or service provider. Such an event could threaten to disrupt our business if the third 

partyôs operations are compromised, or provide attackers an avenue to pivot and attack our systems by exploiting the relationships that 

we have with our trusted business partners. While we take measures to protect against such events (e.g., utilizing secure transmission 

capabilities with third-party vendors and others with whom we do business when possible), review and assess our third party 

providersô cybersecurity controls, as appropriate, and make changes to our business processes to manage these risks, we cannot assure 

that our efforts will always be successful.  

Any failure to protect the confidentiality of customer information could adversely affect our reputation or expose us to fines, 

penalties or litigation, which could have a material adverse effect on our business, financial condition and results of operations. 

We are required to safeguard the confidential personal information of our customers and applicants and are subject to an increasing 

number of federal, state, local and international laws and regulations regarding privacy and data security, as well as contractual 

commitments. These laws and regulations are rapidly evolving, complex, vary significantly from jurisdiction to jurisdiction, and 

sometimes conflict. In the absence of updated, uniform federal privacy legislation, there is a growing trend in the jurisdictions that we 

operate in, including California, which recently enacted the California Consumer Privacy Act, to adopt state-specific, sweeping 

privacy legislation that provides consumers with various privacy rights and imposes significant compliance burdens on covered 

companies. Failure to comply with any privacy laws or regulations could subject us to governmental enforcement actions and fines, 

penalties, litigation, private rights of action or public statements against us by consumer advocacy groups or others if confidential 

customer information is misappropriated from our computer systems, those of our vendors or others with whom we do business, or 

otherwise. Despite the security measures that may be in place, any such systems may be vulnerable to the types of attacks and security 

incidents described above. Any well-publicized compromise of security could deter people from entering into transactions that involve 

transmitting confidential information, or damage our reputation, which could have a material adverse effect on our business. 

Additionally, the chilling effect of privacy legislation may make our business partners more reluctant to share information with us that 

we may find useful in pricing our products or otherwise conducting our business. 

Integration of acquired businesses involves a number of risks.  

There can be no assurance that we will be able to successfully integrate future acquisitions or that we will not assume unknown 

liabilities and reserve deficiencies in connection with such acquisitions. If we are unable to successfully integrate new businesses, then 

we could be impeded from realizing the benefits of an acquisition. The integration process could disrupt our business, and a failure to 

successfully integrate newer businesses could have a material adverse effect on our business, financial condition and results of 

operations.  



Table of Contents 

26 

Intense competition could negatively affect our ability to maintain or increase our profitability, particularly in light of the various 
competitive, financial, strategic, technological, structural, informational and resource advantages that our competitors have.  

We compete, and will continue to compete, with a large number of companies, including international, national and regional insurers, 

specialty insurance companies, underwriting agencies and financial services institutions. We also compete with mutual insurance 

companies, reciprocal and exchange companies that may not have shareholders and may have different profitability targets than 

publicly or privately owned companies. In recent years, there has been substantial consolidation and convergence among companies in 

the financial services industry, resulting in increased competition from large, well-capitalized financial services firms. Many of our 

competitors have greater financial, technical, technological, and operating resources than we do, greater access to data analytics or 

ñbig dataò, and may be able to offer a wider range of, or more sophisticated, commercial and personal line products. Some of our 

competitors also have different marketing, advertising and sales strategies than we do and market and sell their products to consumers 

directly. In addition, competition in the U.S. property and casualty insurance market has intensified over the past several years. This 

competition has had, and may continue to have, an adverse impact on our revenues and profitability.  

The industry and we are challenged by changing practices caused by the Internet, mobile devices, application-based programs relying 

on algorithms and computer modeling to underwrite policies and administer claims, and the increased usage of real time comparative 

rating tools and claims management processes, which have led to greater competition in the insurance business in general, particularly 

on the basis of price and pressure to reduce coverages to compete on price and to respond to customer requests as quickly as possible.  

We also face heightened competition resulting from the entry of new competitors and the introduction of new products by new and 

existing competitors. Recent entries into the property and casualty marketplace by large technology companies, retail companies, so-

called ñInsurtechò companies and other non-traditional insurance providers, who aim to leverage their information about and direct 

access to customers, technology without the burden of legacy systems, access and ability to manipulate ñbig dataò, artificial 

intelligence, speed in responding to customer requests or other developing opportunities, may increase competition. Increased 

competition could make it difficult for us to obtain new or retain existing customers. It could also result in increasing our service, 

administrative, policy acquisition or general expenses as we seek to distinguish our products and services from those of our 

competitors. In addition, our administrative, technology and management information systems expenditures could increase 

substantially as we try to maintain or improve our competitive position or keep up with evolving technology in order to deliver the 

same or similar customer or agency experience as the one offered by our competitors.  

We compete for business not just on the basis of price, but also on the basis of product coverages, reputation, financial strength, 

quality of service (including claims adjustment service), experience and breadth of product offering. We cannot provide assurance that 

we will be able to maintain a competitive position in the markets where we operate, or that we will be able to expand our operations 

into new markets. 

We are rated by several rating agencies, and downgrades to our ratings could adversely affect our operations.  

Our ratings are important in establishing our competitive position and marketing the products of our insurance companies to our 

agents and customers. Rating information is broadly disseminated and generally used throughout the industry. Many policyholders, 

particularly larger commercial customers, will not purchase, and many agents will not distribute, products of insurers that do not meet 

certain financial strength ratings.  

Our insurance company subsidiaries are rated by A.M. Best, Moodyôs, and Standard & Poorôs. These ratings reflect the rating 

agencyôs opinion of our insurance subsidiariesô financial strength, operating performance, position in the market place, risk 

management, and ability to meet their obligations to policyholders. These ratings are not evaluations directed to investors, and are not 

recommendations to buy, sell or hold our securities. Our ratings are subject to periodic review by the rating agencies, and we cannot 

guarantee the continued retention or improvement of our current ratings. This is particularly true given that rating agencies may 

change their criteria or increase capital requirements for various rating levels.  

A downgrade in one or more of our or any of our subsidiariesô claims-paying ratings could negatively impact our business and 

competitive position, particularly in lines where customers require us to maintain minimum ratings. Additionally, a downgrade in one 

or more of our debt ratings could adversely impact our ability to access the capital markets and other sources of funds, increase the 

cost of current credit facilities, and/or adversely affect pricing of new debt sought in the capital markets in the future. Our ability to 

raise capital in the equity markets could also be adversely affected. 
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Negative changes in our level of statutory surplus could adversely affect our ratings and profitability.  

The capacity for an insurance companyôs growth in premiums is in part a function of its statutory surplus. Maintaining appropriate 

levels of statutory surplus, as measured by state insurance regulators, is considered important by state insurance regulatory authorities 

and by rating agencies. As our business grows, or due to other factors, regulators may require that additional capital be retained or 

contributed to increase the level of statutory surplus. Failure to maintain certain levels of statutory surplus could result in increased 

regulatory scrutiny, action by state regulatory authorities or a downgrade by private rating agencies. Surplus in our insurance company 

subsidiaries is affected by, among other things, results of operations and investment gains, losses, impairments, and dividends from 

each of those companies to its parent company. A number of these factors affecting our level of statutory surplus are, in turn, 

influenced by factors that are out of our control, including the frequency and severity of catastrophes, changes in policyholder 

behavior, changes in rating agency models and economic factors, such as changes in equity markets, credit markets or interest rates.  

The NAIC uses a system for assessing the adequacy of statutory capital for property and casualty insurers. The system, known as risk-

based capital, is in addition to the statesô fixed dollar minimum capital and other requirements. The system is based on risk-based 

formulas that apply prescribed factors to the various risk elements in an insurerôs business and investments to report a minimum 

capital requirement proportional to the amount of risk assumed by the insurer. Any failure to maintain appropriate levels of statutory 

surplus would have an adverse impact on our ability to maintain or grow our business.  

We may not be able to grow as quickly or as profitably as we intend, which is important to our current strategy.  

Over the past several years, we have made, and our current plans are to continue to make, significant investments in our Commercial 

and Personal Lines of business, in order to, among other things, strengthen our product offerings and service capabilities, expand into 

new geographic areas, improve technology and our operating models, build expertise in our personnel, and expand our distribution 

capabilities, with the ultimate goal of achieving significant, sustained growth. The ability to achieve significant profitable premium 

growth in order to earn adequate returns on such investments and expenses, and to grow further without proportionate increases in 

expenses, is an important part of our current strategy. There can be no assurance that we will be successful at profitably growing our 

business, or that we will not alter our current strategy due to changes in our markets or an inability to successfully maintain acceptable 

margins on new or existing business or for other reasons, in which case premiums written and earned, operating income and net book 

value could be adversely affected.  

An impairment in the carrying value of goodwill and intangible assets could negatively impact our consolidated results of 

operations and shareholdersô equity.  

Upon an acquisition of a business, we record goodwill and intangible assets at fair value. Goodwill and intangible assets determined to 

have indefinite useful lives are not amortized, while other intangible assets are amortized over their estimated useful lives. Goodwill 

and intangible assets that are not amortized are reviewed for impairment at least annually. Evaluating the recoverability of such assets 

requires us to rely on estimates and assumptions related to return on equity, margin, growth rates, discount rates, and other data. There 

are inherent uncertainties related to these factors, and significant judgment is required in applying these factors. Goodwill and 

intangible asset impairment charges can result from declines in operating results, divestitures or sustained market declines and other 

factors. As of December 31, 2019, goodwill and intangible assets that are not amortized totaled $193.8 million and represented 

approximately 7% of shareholdersô equity. Our legacy Hanover Insurance and Citizens businesses represent 67% of this balance; 

Hanover Programs represents 26% of this balance; and, the remaining acquisitions combined represent 7% of this balance. Although 

we believe these assets are recoverable, we cannot provide assurance that future market or business conditions would not result in the 

impairment of a portion of these assets. Impairment charges could materially affect our financial position and our financial results in 

the quarter or annual period in which they are recognized.  

We could be subject to additional losses related to the sale of our discontinued FAFLIC and variable life insurance and annuity 

businesses and our sale of our Chaucer business.  

On January 2, 2009, we sold our remaining life insurance subsidiary, FAFLIC, to Commonwealth Annuity and Life Insurance 
Company (ñCommonweath Annuityò). Coincident with the sale transaction, Hanover Insurance and FAFLIC entered into a 
reinsurance contract whereby Hanover Insurance assumed FAFLICôs discontinued accident and health insurance business. We 
previously owned Commonwealth Annuity, but we sold it in 2005 in conjunction with our disposal of our variable life insurance and 
annuity business. In connection with these transactions, we agreed to indemnify Commonwealth Annuity for certain contingent 
liabilities, including taxes, litigation and certain regulatory matters. 

On December 28, 2018, we sold the majority of our Chaucer business (specifically our U.K.-based Lloydôs entities) to China Re, with 
the rest of the Chaucer sale completed in April 2019. In connection with these transactions, we made certain representations and 
warranties and agreed to indemnify China Re for certain pre-sale contingent liabilities, including tax and litigation matters.  

We cannot provide assurance as to what the costs of any indemnifications will be when they ultimately settle. 
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We may incur financial losses related to our discontinued assumed accident and health reinsurance pools and arrangements.  

We previously participated, through FAFLIC, in approximately 40 assumed accident and health reinsurance pools and arrangements. 

The business was retained in the sale of FAFLIC and assumed by Hanover Insurance through a reinsurance agreement. In 1999, prior 

to the sale of FAFLIC to Commonwealth Annuity, FAFLIC had ceased writing new premiums in this business, subject to certain 

contractual obligations. Our reinsurance pool business consists primarily of long-term care, the medical and disability portions of 

workersô compensation risks, assumed personal accident, individual medical, long-term disability and special risk business. We are 

currently monitoring and managing the run-off of our related participation in the 24 pools with remaining liabilities. See ñItem 1 ï 

Business ï Discontinued Operationsò, for information on the processes and risks associated with reserves established for these 

businesses. 

Our long-term care pool accounts for the majority of our remaining accident and health reinsurance pool business.  The potential risk 

and exposure of our long-term care pool is based upon expected estimated claims and payment patterns, using assumptions for, among 

other things, morbidity, lapses, future premium rates, the impact of policy inflation protection riders, and the interest rate used for 

discounting the future projected cash flows. The long-term exposure of this pool depends upon how our actual experience compares 

with these future cash flow projection assumptions. If any of our assumptions prove to be inaccurate, our reserves may be inadequate, 

which may have a material adverse effect on our results of operations. For example, during the fourth quarter of 2017, we received 

updated future cash flow projections from the manager of our long-term care pool that reflected a significant increase in projected 

claim costs. As a result of this deterioration, we increased our long-term care pool reserves by $23.3 million (44%), before tax, during 

the fourth quarter of 2017 and we continue to monitor developments in the legacy long-term care industry. Although the updated 

future cash flow projections from the pool manager received during the fourth quarter of 2018 and 2019 were substantially consistent 

with that from the fourth quarter of 2017, there is no assurance that these future cash flow projections will remain stable into the 

future.  

For some of these pools and arrangements, we variously acted as a reinsurer, a reinsured or both. In some instances, we ceded 

significant exposures to other reinsurers in the marketplace. The potential risk to us as a participant in such pools is primarily that 

other companies that reinsured this business from us may fail to pay their reinsurance obligations. Thus, we are exposed to both 

assumed losses and to credit risk related to these pools. 

Based on the information provided by the pool managers, we believe that the reserves recorded related to this business are appropriate. 

However, due to the inherent volatility in this business and the reporting lag of losses that tend to develop over time and which 

ultimately affect excess covers, as well as uncertainty surrounding both future claim expenses and with future premium rate levels for 

certain of these businesses, there can be no assurance that current reserves are adequate or that we will not have additional losses in 

the future. Although we have discontinued participation in these reinsurance arrangements, unreported and new claims related to the 

years in which we were a participant may be reported, and previously reported claims may develop unfavorably. If any such 

unreported claims or unfavorable development is reported to us, our results of operations and financial position may be negatively 

impacted.  

Other market fluctuations and general economic, market and political conditions may also negatively affect our business, 

profitability, investment portfolio, and the market value of our common stock.  

It is difficult to predict the impact of a challenging economic environment on our business. In Commercial Lines, a difficult economy 

in the past has resulted in reductions in demand for insurance products and services since there are more companies ceasing to do 

business and there are fewer business start-ups, particularly as businesses are affected by a decline in overall consumer and business 

spending. Additionally, claims frequency could increase as policyholders submit and pursue claims more aggressively than in the past, 

fraud incidences may increase, or we may experience higher incidents of abandoned properties or poorer maintenance, which may also 

result in more claims activity. We have experienced higher workersô compensation claims as injured employees take longer to return 

to work, increased surety losses as construction companies experience financial pressures and higher retroactive premium returns as 

audit results reflect lower payrolls. Our business could also be affected by an ensuing consolidation of independent insurance 

agencies. Our ability to increase pricing has been impacted as agents and policyholders have been more price sensitive, customers 

shop for policies more frequently or aggressively, utilize comparative rating models or, in Personal Lines in particular, turn to direct 

sales channels rather than independent agents. We have also experienced decreased new business premium levels, retention and 

renewal rates, and renewal premiums. Specifically, in Personal Lines, policyholders may reduce coverages or change deductibles to 

reduce premiums, experience declining home values, or be subject to increased foreclosures, and policyholders may retain older or 

less expensive automobiles and purchase or insure fewer ancillary items such as boats, trailers and motor homes for which we provide 

coverages. Additionally, if as a result of a difficult economic environment, drivers continue to eliminate automobile insurance 

coverage or to reduce their bodily injury limit, we may be exposed to more uninsured and underinsured motorist coverage losses. 

Conversely, favorable economic conditions may also impact our business and results of operations. For example, recent low 

unemployment has caused employers to hire less experienced workers, which has contributed to higher workersô compensation and 

higher commercial automobile losses.  
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At December 31, 2019, we held approximately $8.2 billion of investment assets in categories such as fixed maturities, equity 

securities, other investments, and cash and short-term investments. Our investments are primarily concentrated in the domestic market. 

Our investment returns, and thus our profitability, statutory surplus and shareholdersô equity, may be adversely affected from time to 

time by conditions affecting our specific investments and, more generally, by bond, stock, real estate and other market fluctuations 

and general economic, market and political conditions, including the impact of changing government policies, including monetary 

policies, and geopolitical risks (which may include the impact of terrorism in the Middle East or pandemic events). These broader 

market conditions are out of our control. Our ability to make a profit on insurance products depends in significant part on the returns 

on investments supporting our obligations under these products, and the value of specific investments may fluctuate substantially 

depending on the foregoing conditions. We may use a variety of strategies to hedge our exposure to interest and currency rates and 

other market risks. However, hedging strategies are not always available and carry certain credit risks, and our hedging could be 

ineffective. Moreover, increased government regulation of certain derivative transactions used to hedge certain market risks has served 

to prevent (or otherwise substantially increase the cost associated with) hedging such risks. 

Additionally, the aggregate performance of our investment portfolio depends, to a significant extent, on the ability of our investment 

managers to select and manage appropriate investments. As a result, we are also exposed to operational risks, which may include, but 

are not limited to, a failure to follow our investment guidelines, technological and staffing deficiencies and inadequate disaster 

recovery plans. The failure of these investment managers to perform their services in a manner consistent with our expectations and 

investment objectives could adversely affect our ability to conduct our business.  

Debt securities comprise a material portion of our investment portfolio. The concentration of our investment portfolio in any one type 

of investment, industry or geography could have a disproportionately adverse effect on our investment portfolio. The issuers of debt 

securities, as well as borrowers under the loans we make, customers, trading counterparties, counterparties under swaps and other 

derivative contracts, banks which have commitments under our various borrowing arrangements, and reinsurers, may be affected by 

declining market conditions or credit weaknesses. These parties may default on their obligations to us due to lack of liquidity, 

downturns in the economy or real estate values, operational failure, bankruptcy or other reasons. Future increases in interest rates 

could result in increased defaults as borrowers are unable to pay the additional borrowing costs on variable rate securities or obtain 

refinancing. We cannot provide assurance that impairment charges will not be necessary in the future. In addition, evaluation of 

available-for-sale securities for other-than-temporary impairment includes inherent uncertainty and subjective determinations. We 

cannot be certain that such impairments are adequate as of any stated date. Our ability to fulfill our debt and other obligations could be 

adversely affected by the default of third parties on their obligations owed to us.  

Deterioration in the global financial markets may adversely affect our investment portfolio and have a related impact on our other 

comprehensive income, shareholdersô equity and overall investment performance. Recent economic activity has slowed, although 

growth continues at a moderate rate, and monetary policies in developed economies currently remain accommodative.  However, the 

effects of geo-political developments and conditions in global financial markets could change rapidly in ways that we cannot 

anticipate, resulting in additional realized and unrealized losses. 

Market conditions also affect the value of assets under our employee pension plans, including our Cash Balance Plan. The expense or 

benefit related to our employee pension plans results from several factors, including, but not limited to, changes in the market value of 

plan assets, interest rates, regulatory requirements or judicial interpretation of benefits. At December 31, 2019, our plan assets 

included approximately 90% of fixed maturities and 10% of equity securities and other assets. Additionally, our qualified plan assets 

exceeded liabilities by $15.1 million at December 31, 2019. Declines in the market value of plan assets and lower interest rates from 

levels at December 31, 2019, among other factors, could impact our funding estimates and negatively affect our results of operations. 

Deterioration in market conditions and differences between our assumptions and actual occurrences, and behaviors, could result in a 

need to fund more into the qualified plans to maintain an appropriate funding level. 

Additional uncertainties, which could affect our business prospects and investments include the current U.S. political environment, 

which is characterized by potentially sharp policy differences which may affect all aspects of the economy. The impact of these 

differences may accelerate as the country approaches presidential and legislative elections in November 2020. 

These same market and political conditions and factors could also cause the market price of our common stock to fluctuate or become 

volatile, which could adversely affect our stock price. Because our stock price is influenced by our financial performance, industry 

trends and sentiment and other larger macro-economic factors that are out of our control, the price of our common stock may not 

remain at or exceed current or historical levels.  
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We may experience unrealized losses on our investments, especially during a period of heightened volatility, or if assumptions 
related to our investment valuations are changed, which could have a material adverse effect on our results of operations or 
financial condition.  

Our investment portfolio and shareholdersô equity can be, and in the past have been, significantly impacted by changes in the market 
values of our securities. U.S. and global financial markets and economies remain uncertain. This could result in unrealized and 
realized losses in future periods, and adversely affect the liquidity of our investments, which could have a material adverse impact on 
our results of operations and our financial position. Information with respect to interest rate sensitivity is included in ñQuantitative and 
Qualitative Disclosuresò in Managementôs Discussion and Analysis. Valuation of financial instruments (i.e., Level 1, 2, or 3) include 
methodologies, estimates, assumptions and judgments that are inherently subjective and open to different interpretations and could 
result in changes to investment valuations or the ability to receive such valuations on sale. During periods of market disruption, it may 
be difficult to value certain of our securities if trading becomes less frequent and/or market data becomes less observable. In addition, 
in times of financial market disruption, certain asset classes that were in active markets with significant observable data may become 
illiquid. In those cases, the valuation process includes inputs that are less observable and require more subjectivity and judgment by 
management. Furthermore, a change in the subjective methodologies, estimates, assumptions and judgments used to value our 
investments could also materially affect the valuation of certain investments.  

If, following such declines, we are unable to hold our investment assets until they recover in value, or if such asset value never 
recovers, we would incur other-than-temporary impairments that would be recognized as realized losses in our results of operations, 
reduce net income and earnings per share and adversely affect our liquidity and capital position. Impairment determinations, like 
valuations, are also subjective, and changes to the methodologies, estimates, assumptions and judgments used to determine 
impairments may affect the timing and amount of impairment losses recognized in our results of operations. Temporary declines in the 
market value of fixed maturities are recorded as unrealized losses, which do not affect net income and earnings per share, but reduce 
other comprehensive income, which is reflected on our Consolidated Balance Sheets. We cannot provide assurance that we will not 
have additional other-than-temporary impairments and/or unrealized or realized investment losses in the future. 

We invest a portion of our portfolio in common stock or preferred stocks. The value of these assets fluctuates with the equity markets. 

Particularly in times of economic weakness, the market value and liquidity of these assets may decline, and may impact net income, 

capital and cash flows.  

We are exposed to significant capital market risks related to changes in interest rates, credit spreads, and equity prices, which may 

adversely affect our results of operations, financial position or cash flows.  

We are exposed to significant capital markets risk related to changes in interest rates, credit spreads, and equity prices. Significant, 

declines in equity prices, changes in interest rates, and changes in credit spreads each could have a material adverse effect on our 

results, financial position or cash flows. Our exposure to interest rate risk relates primarily to the market price and cash flow 

variability associated with changes in interest rates. Our investment portfolio contains interest rate sensitive instruments, such as fixed 

income securities, which may be adversely affected by changes in interest rates from governmental monetary policies, domestic and 

international economic and political conditions and other factors beyond our control. A rise in market yields would reduce the fair 

value of our investment portfolio, but provide the opportunity to earn higher rates of return on funds reinvested. A further decline in 

interest rates, on the other hand, would increase the fair value of our investment portfolio, but we would earn lower rates of return on 

reinvested assets. We may be forced to liquidate investments prior to maturity at a loss in order to cover liabilities, and such 

liquidation could be accelerated in the event of significant loss events, such as catastrophes. Although we take measures to manage the 

economic risks of investing in a changing interest rate environment, we may not be able to mitigate the interest rate risk of our assets 

relative to our liabilities.  

Although there are uncertainties associated with the cessation of the London Interbank Offered Rate (ñLIBORò) at the end of 2021, 

we do not believe that the transition from LIBOR is material to our organization. 

Our investment portfolio is invested primarily in high quality, investment-grade fixed income securities. However, we also invest in 

non-investment-grade high yield fixed income securities and alternative investments. These securities, which pay a higher rate of 

interest, also have a higher degree of credit or default risk. These securities may also be less liquid in times of economic weakness or 

market disruptions. Additionally, the reported value of our investments do not necessarily reflect the lowest current market price for 

the asset, and if we require significant amounts of cash on short notice, we may have difficulty selling our investments in a timely 

manner, be forced to sell them for less than we otherwise would have been able to realize, or both. While we have procedures to 

monitor the credit risk and liquidity of our invested assets, we expect from time to time, and particularly in periods of economic 

weakness, to experience default losses in our portfolio. This would result in a corresponding reduction of net income, capital and cash 

flows.  

In flationary pressures may negatively impact expenses, reserves and the value of investments.  

Inflationary pressures in the U.S. with respect to medical and health care, automobile repair and construction costs, as well as social 

inflation of litigation costs, jury awards and settlement expectations, all of which are significant components of our indemnity 

liabilities under policies we issue to our customers, and which could also impact the adequacy of reserves we have set aside for prior 

accident years, may have a negative effect on our results of operations. Inflationary pressures also cause or contribute to, or are the 

result of, increases in interest rates, which would reduce the fair value of our investment portfolio.  
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We are a holding company and rely on our insurance company subsidiaries for cash flow; we may not be able to receive dividends 
from our subsidiaries in needed amounts and may be required to provide capital to support their operations.  

We are a holding company for a group of insurance companies, and our principal assets are the shares of capital stock of these 
subsidiaries. Our ability to make required interest payments on our debt, as well as our ability to pay operating expenses and pay 
dividends to shareholders, depends upon the receipt of sufficient funds from our subsidiaries. The payment of dividends by our 
insurance company subsidiaries is subject to regulatory restrictions and will depend on the surplus and future earnings of these 
subsidiaries, as well as these regulatory restrictions. We are required to notify insurance regulators prior to paying any dividends from 
our insurance subsidiaries, and pre-approval is required with respect to ñextraordinary dividendsò.  

Because of the regulatory limitations on the payment of dividends from our insurance company subsidiaries, we may not always be 
able to receive dividends from these subsidiaries at times and in amounts necessary to meet our debt and other obligations, or to pay 
dividends to our shareholders. The inability of our subsidiaries to pay dividends to us in an amount sufficient to meet our debt interest 
and funding obligations would have a material adverse effect on us. These regulatory dividend restrictions also impede our ability to 
transfer cash and other capital resources among our subsidiaries. Similarly, our insurance subsidiaries may require capital from the 
holding company to support their operations.  

Our dependence on our insurance subsidiaries for cash flow, and their potential need for capital support, exposes us to the risk of 
changes in their ability to generate sufficient cash inflows from new or existing customers or from increased cash outflows. Cash 
outflows may result from claims activity, expense payments or investment losses. Because of the nature of our business, claims 
activity can arise suddenly and in amounts which could outstrip our capital or liquidity resources (particularly in the event of a large 
catastrophe loss). Reductions in cash flow or capital demands from our subsidiaries could have a material adverse effect on our 
business and results of operations.  

We may require additional capital or credit in the future, which may not be available or only available on unfavorable terms.  

We monitor our capital adequacy on a regular basis. Our future capital and liquidity requirements depend on many factors, including 
our premiums written, loss reserves and claim payments, investment portfolio composition and risk exposures, the availability of 
letters and lines of credit, as well as regulatory and rating agency capital requirements. In addition, our capital strength can affect our 
ratings.  

To the extent that our existing capital is insufficient or unavailable to fund our future operating requirements and/or cover claim 
losses, we may need to raise additional funds through financings or limit our growth. Any equity or debt financing, if available, may 
be on terms that are unfavorable to us. In the case of equity financings, dilution to our shareholders could result and, in any case, such 
securities may have rights, preferences, and privileges that are senior to our common stock. If we are not able to obtain additional 
capital as necessary, our business, results of operations and financial condition could be adversely affected.  

Errors or omissions in connection with the administration of any of our products may cause our business and profitability to be 
negatively impacted.  

We are responsible to our policyholders for administering their policies, premiums and claims and ensuring that appropriate records 

are maintained that reflect their transactions. We are subject to risks that errors or omissions of information occurred with respect to 

the administration of our products. We are also subject to misconduct and fraud on the part of our employees and agents. As a result, 

we are subject to risks of liabilities associated with ñbad faithò, unfair claims practices, unfair trade practices or similar allegations. 

Such risks may stem from allegations of agents, vendors, policyholders, claimants, reinsurers, regulators, governmental authorities, or 

others. We may incur charges associated with any errors and omissions previously made or that are made in future periods. These 

charges may result from our obligation to policyholders to correct any errors or omissions or refund premiums, non-compliance with 

regulatory requirements, from fines imposed by regulatory authorities, or from other items.  

We are subject to all of the foregoing risks with respect to the third-party asset management operations of Opus. Opus, which had $3.5 

billion of unaffiliated assets under management as of December 31, 2019, is subject to federal (SEC) and other regulatory 

requirements and is subject to operational, technological, information security, investment and other risks, as well as claims by third 

parties whose funds it manages. 

Changes in current accounting practices and future pronouncements may materially impact our reported financial results.  

Unanticipated developments in accounting practices may require us to incur considerable additional expenses to comply with such 

developments, particularly if we are required to prepare information relating to prior periods for comparative purposes or to apply the 

new requirements retroactively. Such developments may also significantly impact the presentation of such financial statements and 

may require restatements. The impact of changes in current accounting practices and future pronouncements cannot be predicted, but 

they may affect the calculation of net income, net equity and other relevant financial statement line items.  
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Failure to maintain effective internal control over financial reporting could have a material adverse effect on our business and 

stock price.  

As a publicly traded company, we are required to maintain effective internal control over financial reporting. While management has 

certified that our internal control over financial reporting was effective as of December 31, 2019, because internal control over 

financial reporting is complex, we cannot assure you that our internal control over financial reporting will be effective in the future. 

Any failure to design, implement or maintain required controls, gaps in internal controls, or difficulties encountered in their operation, 

could adversely affect our results or cause us to fail to meet our reporting obligations. If we are not able to maintain or document 

effective internal control over financial reporting, our independent registered public accounting firm would be unable to certify the 

effectiveness of our internal control over financial reporting or opine that our financial statements fairly present, in all material 

respects, our financial position, results of operations and cash flows in conformity with GAAP. Significant internal control 

deficiencies may also prevent us from reporting our financial information on a timely basis or cause us to restate previously issued 

financial information, and thereby subject us to litigation and adverse regulatory consequences, including fines and other penalties, 

and could result in a breach of the covenants under our credit agreements. Investor confidence in us and the reliability of our financial 

statements could erode, resulting in a decline in our stock price. 

ITEM  1BïUNRESOLVED STAFF COMMENTS  

None.  

ITEM  2ïPROPERTIES  

We conduct our business operations primarily in our company-owned facilities in Worcester, Massachusetts and Howell, Michigan. 
We also lease offices throughout the United States for branch sales, underwriting and claims processing functions, and the operations 
of acquired subsidiaries.  

We believe our facilities are adequate for our present needs in all material respects.  

ITEM  3ïLEGAL PROCEEDINGS  

The Company has been named a defendant in various legal proceedings arising in the normal course of business. In addition, the 

Company is involved, from time to time, in examinations, investigations and proceedings by governmental and self-regulatory 

agencies. The potential outcome of any such action or regulatory proceedings in which the Company has been named a defendant or 

the subject of an inquiry or investigation, and its ultimate liability, if any, from such action or regulatory proceedings, is difficult to 

predict at this time. The ultimate resolutions of such proceedings are not expected to have a material effect on the Companyôs financial 

position, although they could have a material effect on the results of operations for a particular quarter or annual period. 

ITEM  4ïMINE SAFETY DISCLOSURES  

Not applicable.  
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PART II  

ITEM  5ïMARKET FOR REGISTRANTôS COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER 

PURCHASES OF EQUITY SECURITIES  

COMMON STOCK AND STOCKHOLDER OWNERSHIP  

Our common stock is traded on the New York Stock Exchange under the symbol ñTHGò. On February 19, 2020, we had 

approximately 15,933 shareholders of record and 38,446,006 shares of common stock outstanding. On the same date, the trading price 

of our common stock was $137.51 per share.  

DIVIDENDS  

On December 5, 2019, the Board of Directors declared a special dividend of $2.50 per outstanding share.  

We currently expect that quarterly cash dividends, comparable to what we have paid in the past of $0.65 per share in the fourth quarter 

of 2019, will continue to be paid in the future; however, the payment of future quarterly or special dividends on our common stock 

will be determined by the Board of Directors from time to time based upon cash available at our holding company, our results of 

operations and financial condition and such other factors as the Board of Directors considers relevant.  

Dividends to shareholders may be funded from dividends paid to us from our subsidiaries. Dividends from insurance subsidiaries are 

subject to restrictions imposed by state insurance laws and regulations. See ñLiquidity and Capital Resourcesò in Managementôs 

Discussion and Analysis and Note 12 ï ñDividend Restrictionsò in the Notes to Consolidated Financial Statements.  

ISSUER PURCHASES OF EQUITY SECURITIES  

The Board of Directors authorized a stock repurchase program which provides for aggregate repurchases of up to $900 million, 

including a $300 million increase to the program on December 5, 2019. Under the repurchase authorization, we may repurchase our 

common stock from time to time, in amounts, at prices, and at times we deem appropriate, subject to market conditions and other 

considerations. Our repurchases may be executed using open market purchases, privately negotiated transactions, accelerated 

repurchase programs or other transactions. We are not required to purchase any specific number of shares or to make purchases by any 

certain date under this program. Pursuant to the terms of accelerated share repurchase (ñASRò) agreements executed on December 30, 

2018 (the ñDecember 2018 ASRò) and on June 28, 2019 (the ñJune ASRò), we repurchased approximately 3.2 million shares of our 

common stock for $400.0 million. On December 9, 2019, pursuant to the terms of a third ASR agreement (the ñDecember 2019 

ASRò) we paid $150.0 million and received an initial delivery of approximately 0.9 million shares of common stock, which was 

approximately 80% of the total number of shares expected to be repurchased under the December 2019 ASR.  Final settlement of the 

December 2019 ASR is expected to occur not later than March 25, 2020. 

Shares purchased in the fourth quarter of 2019 were as follows:  
 

PERIOD 
  

Total 

Number of 
Shares 

Purchased   
  

Average 

Price Paid 
per Share   

  

Total 

Number of 
Shares 

Purchased 
as Part of 
Publicly 

Announced 
Plans 

or Programs   
  

Approximate 
Dollar 

Value of 
Shares 

That May Yet 
be 

Purchased 
Under 

the Plans or 
Programs 

(in millions) (3)   
October 1 - 31, 2019 

(1)(2) 
  

  235,431   
  

$ 126.61   
  

  231,511   
  

$ 196   

November 1 - 30, 2019 
(1) 

  

  65,130   
  

  133.32   
  

  65,016   
  

  187   

December 1 - 31, 2019 
(1) 

  

  905,262   
  

  133.81   
  

  904,860   
  

  336   

Total 
  

  1,205,823   
  

$ 132.37   
  

  1,201,387   
  

$ 336   

 

(1) Includes 3,290, 114 and 402 shares withheld to satisfy tax withholding amounts due from employees related to the receipt 
of stock which resulted from the exercise or vesting of equity awards for the months ended October 31, November 30 and 
December 31, 2019, respectively. 

(2) Includes 201,511 shares of common stock received as final settlement of the June ASR. 

(3) As noted above, the Board of Directors authorized a $300 million increase in December 2019 to the $600 million stock 
repurchase program authorized by the Board of Directors in December 2018, providing for aggregate repurchases of up to 
$900 million. 
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ITEM  6 - SELECTED FINANCIAL DATA  

FIVE YEAR SUMMARY OF SELECTED F INANCIAL HIGHLIGHTS  
 
YEARS ENDED DECEMBER 31 

  

2019   
  

2018   
  

2017   
  

2016   
  

2015   

(in millions, except per share data) 
  

      
  

      
  

      
  

      
  

      

Statements of Income                                         

Revenues 
  

      
  

      
  

      
  

      
  

      

Premiums 
  

$ 4,474.5   
  

$ 4,254.4   
  

$ 3,980.4   
  

$ 3,789.5   
  

$ 3,653.6   

Net investment income 
  

  281.3   
  

  267.4   
  

  243.9   
  

  231.6   
  

  231.1   

Net realized investment gains (losses) 
  

  109.4   
  

  (50.7 ) 
  

  21.1   
  

  10.2   
  

  19.2   

Fees and other income 
  

  25.5   
  

  23.2   
  

  22.5   
  

  22.6   
  

  23.6   

Total revenues 
  

  4,890.7   
  

  4,494.3   
  

  4,267.9   
  

  4,053.9   
  

  3,927.5   

Losses and Expenses 
  

      
  

      
  

      
  

      
  

      

Losses and loss adjustment expenses 
  

  2,865.5   
  

  2,724.6   
  

  2,579.6   
  

  2,546.0   
  

  2,367.9   

Amortization of deferred acquisition costs 
  

  926.7   
  

  891.8   
  

  840.7   
  

  803.6   
  

  778.0   

Loss on repayment of debt 
  

  ð   
  

  28.2   
  

  ð   
  

  88.3   
  

  24.1   

Other operating expenses 
  

  576.4   
  

  567.2   
  

  554.7   
  

  550.0   
  

  540.8   

Total losses and expenses 
  

  4,368.6   
  

  4,211.8   
  

  3,975.0   
  

  3,987.9   
  

  3,710.8   

Income from continuing operations before income taxes 
  

  522.1   
  

  282.5   
  

  292.9   
  

  66.0   
  

  216.7   

Income tax expense (benefit) 
  

  93.1   
  

  43.5   
  

  76.8   
  

  (1.0 ) 
  

  59.3   

Income from continuing operations, net of taxes 
  

  429.0   
  

  239.0   
  

  216.1   
  

  67.0   
  

  157.4   

Discontinued Operations: 
  

      
  

      
  

      
  

      
  

      

Sale of Chaucer business, net of taxes 
  

  (1.2 ) 
  

  131.9   
  

  ð   
  

  ð   
  

  ð   

Income (loss) from Chaucer business, net of taxes 
  

  1.6   
  

  20.0   
  

  (13.1 ) 
  

  89.1   
  

  173.4   

Income (loss) from discontinued life businesses, net of taxes 
  

  (4.3 ) 
  

  0.1   
  

  (16.8 ) 
  

  (1.0 ) 
  

  0.7   

Net income 
  

$ 425.1   
  

$ 391.0   
  

$ 186.2   
  

$ 155.1   
  

$ 331.5   

Net income per common share (diluted) 
  

$ 10.46   
  

$ 9.09   
  

$ 4.33   
  

$ 3.59   
  

$ 7.40   

Dividends declared per common share 
  

$ 4.95   
  

$ 6.97   
  

$ 2.04   
  

$ 1.88   
  

$ 1.69   

  
  

      
  

      
  

      
  

      
  

      

Balance Sheets (at December 31) 
  

      
  

      
  

      
  

      
  

      

Total assets 
  

$ 12,490.5   
  

$ 12,399.7   
  

$ 15,469.6   
  

$ 14,220.4   
  

$ 13,781.2   

Debt 
  

  653.4   
  

  777.9   
  

  786.9   
  

  786.4   
  

  803.1   

Total liabilities 
  

  9,574.3   
  

  9,445.0   
  

  12,471.9   
  

  11,362.9   
  

  10,936.8   

Shareholders' equity 
  

  2,916.2   
  

  2,954.7   
  

  2,997.7   
  

  2,857.5   
  

  2,844.4   
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INTRODUCTION  

The following Managementôs Discussion and Analysis of Financial Condition and Results of Operations is intended to assist readers 

in understanding the consolidated results of operations and financial condition of The Hanover Insurance Group, Inc. and its 

subsidiaries (ñTHGò). Consolidated results of operations and financial condition are prepared in accordance with generally accepted 

accounting principles in the United States of America (ñU.S. GAAPò). This discussion should be read in conjunction with the 

Consolidated Financial Statements and related footnotes included elsewhere herein.  

Results of operations include the accounts of The Hanover Insurance Company (ñHanover Insuranceò) and Citizens Insurance 

Company of America (ñCitizensò), our principal property and casualty companies, and certain other insurance and non-insurance 

subsidiaries. Our results of operations also include the results of our discontinued operations, consisting primarily of our former 

Chaucer international business, Chaucer Holdings Limited (ñChaucerò), a United Kingdom (ñU.K.ò) domiciled specialist insurance 

underwriting group which operates through the Society and Corporation of Lloydôs (ñLloydôsò), and the international insurance and 

non-insurance subsidiaries, which collectively constituted our former Chaucer segment. On December 28, 2018, we completed the 

sale of Chaucer to China Reinsurance (Group) Corporation (ñChina Reò), and subsequently completed the sales of the Chaucer-related 

Irish and Australian entities on February 14, 2019 and April 10, 2019, respectively. For all periods presented, operations from Chaucer 

are presented as discontinued operations. Discontinued operations also include the results of our accident and health and former life 

insurance businesses. 

EXECUTIVE OVERVIEW  

Business operations consist of three operating segments: Commercial Lines, Personal Lines and Other.  

Our strategy, which focuses on the independent agency distribution channel, reinforces THGôs commitment to our agency partners. It 
is designed to generate profitable growth by leveraging the strengths of our distribution approach, including expansion of our agency 
footprint in underpenetrated geographies, as warranted. As part of that strategy, we have increased our capabilities in specialty 
markets and investments designed to develop growth solutions for our agency distribution channel. Our goal is to grow responsibly in 
all of our businesses, while managing volatility. 

Net income was $425.1 million in 2019, compared to $391.0 million in 2018, an increase of $34.1 million, primarily due to an 
increase in the net change in fair value of equity securities and from an increase in operating income in 2019. Net income in 2018 
benefitted from the gain on the sale of Chaucer and Chaucer income earned during a portion of the year prior to its sale. 

Operating income before interest expense and income taxes (a non-GAAP financial measure; see also ñResults of Operations ï 
Consolidated ï Non-GAAP Financial Measuresò) was $453.6 million in 2019 compared to $406.5 million in 2018, an increase of 
$47.1 million. This increase is primarily due to lower catastrophe losses, earned premium growth, lower expenses and higher net 
investment income, partially offset by higher non-catastrophe current accident year losses. 

Pre-tax catastrophe losses were $169.3 million in 2019, compared to $219.2 million in 2018, a decrease of $49.9 million. Net 
favorable development on prior yearsô loss and loss adjustment expense (ñLAEò) reserves (ñprior yearsô loss reservesò) was $0.9 
million in 2019, compared to unfavorable development of $0.4 million in 2018.   

Commercial Lines  

Our account-focused approach to the small commercial market, distinctiveness in the middle market and continued development of 
specialty lines provides us with a diversified portfolio of products and delivers significant value to agents and policyholders. Each of 
these businesses is expected to contribute to premium growth in Commercial Lines over the next several years as we continue to 
pursue our core strategy of developing strong partnerships with agents, enhanced franchise value through limited distribution, 
distinctive products and coverages, and continued investment in industry segmentation.  

These efforts have driven and, subject to market conditions, we believe they will continue to drive, improvement in our overall mix of 
business and our underwriting profitability. Commercial Lines net premiums written grew by 3.7% in 2019, primarily due to growth in 
our commercial multiple peril, inland marine, workersô compensation and professional liability lines of business, partially offset by 
specific underwriting actions in our Hanover Programs and commercial automobiles lines.  

Underwriting results improved in 2019, as compared to 2018, primarily due to lower catastrophe losses, earned premium growth and 
lower expenses, partially offset by higher current accident year large property loss activity in our specialty industrial property line and, 
to a lesser extent, our inland marine and Hanover Programs lines. The competitive nature of the Commercial Lines market requires us 
to be highly disciplined in our underwriting process to ensure that we write business at acceptable margins, and we continue to seek 
rate increases across our lines of business.  

Personal Lines  

Personal Lines focuses on partnering with high quality, value-oriented agencies that deliver consultative selling and stress the 
importance of account rounding (the conversion of single policy customers to accounts with multiple policies and additional 
coverages, to address customersô broader objectives). Approximately 85% of our policies in force are account business. We are 
focused on seeking profitable growth opportunities, building a distinctive position in the market and diversifying geographically.  
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Net premiums written grew by 5.7% in 2019, primarily due to higher renewal premium, driven by rate increases. Underwriting results 

declined in 2019, as compared to 2018, primarily due to higher non-catastrophe current accident year losses, partially offset by earned 

premium growth and lower expenses. We continue to seek rate increases that meet or exceed underlying loss cost trends, subject to 

regulatory and competitive considerations.  

DESCRIPTION OF OPERATING SEGMENTS  

Primary business operations include insurance products and services currently provided through three operating segments: 

Commercial Lines, Personal Lines and Other. Commercial Lines includes commercial multiple peril, commercial automobile, 

workersô compensation, and other commercial coverages, such as management and professional liability, marine, Hanover Programs, 

specialty industrial and commercial property, monoline general liability and surety. Personal Lines includes personal automobile, 

homeowners, and other personal coverages, such as umbrella. Included in the ñOtherò segment are Opus Investment Management, 

Inc., which markets investment management services to institutions, pension funds, and other organizations; earnings on holding 

company assets; holding company and other expenses, including certain costs associated with retirement benefits due to our former 

life insurance employees and agents; and a run-off voluntary property and casualty pools business. The operations of Chaucer are 

classified as discontinued operations for the period ending December 31, 2019, and all prior periods presented. We present the 

separate financial information of each segment consistent with the manner in which our chief operating decision maker evaluates 

results in deciding how to allocate resources and in assessing performance. 

We report interest expense on debt separately from the earnings of our operating segments. This consists of interest on our senior and 

subordinated debentures. 

RESULTS OF OPERATIONS ï CONSOLIDATED  

2019 Compared to 2018 

Consolidated net income was $425.1 million in 2019, compared to $391.0 million in 2018, an increase of $34.1 million. The year over 

year comparison of consolidated net income reflects an increase in after-tax net realized and unrealized investment gains of $132.1 

million, principally related to the changes in fair value of equity securities. Additionally, operating income before interest expense and 

income taxes increased $47.1 million, primarily due to lower catastrophe losses, earned premium growth, lower expenses and higher 

net investment income, partially offset by higher current accident year large loss activity, particularly in the property lines. The 

increase in the year over year net income comparison was partially offset by the $131.9 million gain from the sale of our former 

Chaucer business in 2018. 

2018 Compared to 2017 

Consolidated net income was $391.0 million in 2018, compared to $186.2 million in 2017, an increase of $204.8 million. The year 

over year comparison of consolidated net income reflects a $131.9 million gain, net of taxes, on the sale of our former Chaucer 

business. Additionally, operating income before interest expense and income taxes increased $79.2 million, primarily due to lower 

catastrophe losses and higher net investment income. Income increased from our discontinued operations, primarily Chaucer and, to a 

lesser extent, our discontinued life businesses, which incurred a 2017 reserve charge related to our participation in a long-term care 

pool (See also ñDiscontinued Operationsò section below). Also, income tax expense on operating income decreased $20.2 million, 

driven by a decrease in the U.S. statutory tax rate from 35% to 21% effective January 1, 2018. These increases in net income were 

partially offset by net realized and unrealized investment losses, net of taxes, of $30.9 million in 2018, compared to net realized 

investment gains, net of taxes, of $26.2 million in 2017, principally related to reductions in fair value of equity securities. Effective 

January 1, 2018, we implemented ASU 2016-01, which requires that the changes in fair value of equity securities be presented in net 

income. Prior to then, these changes were recognized through accumulated other comprehensive income (see also Note 1 ï ñSummary 

of Significant Accounting Policiesò in the Notes to Consolidated Financial Statements). Net income was also affected by $22.3 million 

in losses, net of taxes, associated with the repayment of debt in 2018. 
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The following table reflects operating income before interest expense and income taxes for each operating segment and a 

reconciliation to consolidated net income from operating income before interest expense and income taxes (a non-GAAP measure). 

YEARS ENDED DECEMBER 31   2019     2018     2017   

(in millions)                         

Operating income (loss) before interest expense and income taxes:                         

Commercial Lines   $ 300.1     $ 265.7     $ 177.4   

Personal Lines     144.9       146.2       158.7   

Other     8.6       (5.4 )     (8.8 ) 

Operating income before interest expense and income taxes     453.6       406.5       327.3   

Interest expense on debt     (37.5 )     (45.1 )     (45.2 ) 

Operating income before income taxes     416.1       361.4       282.1   

Income tax expense on operating income     (84.5 )     (69.3 )     (89.5 ) 

Operating income     331.6       292.1       192.6   

Non-operating items:                         

Net realized investment gains (losses)     109.4       (50.7 )     21.1   

Net loss from repayment of debt   ð       (28.2 )   ð   

Other     (3.4 )   ð       (10.3 ) 

Income tax benefit (expense) on non-operating items     (8.6 )     25.8       12.7   

Income from continuing operations, net of taxes     429.0       239.0       216.1   

Discontinued operations:                         

Sale of Chaucer business, net of taxes     (1.2 )     131.9     ð   

Income (loss) from Chaucer business, net of taxes     1.6       20.0       (13.1 ) 

Income (loss) from discontinued life businesses, net of taxes     (4.3 )     0.1       (16.8 ) 

Net income   $ 425.1     $ 391.0     $ 186.2   

Non-GAAP Financial Measures 

In addition to consolidated net income, discussed above, we assess our financial performance based upon pre-tax ñoperating income,ò 

and we assess the operating performance of each of our three operating segments based upon the pre-tax operating income (loss) 

generated by each segment. As reflected in the table above, operating income before taxes excludes interest expense on debt and 

certain other items which we believe are not indicative of our core operations, such as net realized and unrealized investment gains 

and losses. Such gains and losses are excluded since they are determined by interest rates, financial markets and the timing of sales. 

Also, operating income before taxes excludes net gains and losses on disposals of businesses, gains and losses related to the repayment 

of debt, discontinued operations, costs to acquire businesses, restructuring costs, the cumulative effect of accounting changes and 

certain other items. Although the items excluded from operating income before taxes are important components in understanding and 

assessing our overall financial performance, we believe a discussion of operating income before taxes enhances an investorôs 

understanding of our results of operations by highlighting net income attributable to the core operations of the business. However, 

operating income before taxes, which is a non-GAAP measure, should not be construed as a substitute for income before income taxes 

or income from continuing operations, and operating income should not be construed as a substitute for net income.  

Catastrophe losses and prior yearsô reserve development are significant components in understanding and assessing the financial 

performance of our business. Management reviews and evaluates catastrophes and prior yearsô reserve development separately from 

the other components of earnings. References to ñcurrent accident year underwriting resultsò exclude prior accident year reserve 

development, and may also be presented, ñexcluding catastrophesò. Prior yearsô reserve development and catastrophes are not 

predictable as to timing or the amount that will affect the results of our operations and have an effect on each yearôs operating and net 

income. Management believes that providing certain financial metrics and trends excluding the effects of catastrophes and prior yearsô 

reserve development helps investors to understand the variability in periodic earnings and to evaluate the underlying performance of 

our operations. Discussion of catastrophe losses in this Managementôs Discussion and Analysis includes development on prior yearsô 

catastrophe reserves and, unless otherwise indicated, such development is excluded from discussions of prior year loss and LAE 

reserve development. 
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RESULTS OF OPERATIONS - SEGMENTS 

The following is our discussion and analysis of the results of operations by business segment. The operating results are presented 

before interest expense, taxes and other items which management believes are not indicative of our core operations, including realized 

gains and losses, as well as unrealized gains and losses on equity securities, and the results of discontinued operations.  

The following table summarizes the results of operations for the periods indicated: 

  
YEARS ENDED DECEMBER 31   2019     2018     2017   

(in millions)                         

Operating revenues                         

Net premiums written   $ 4,581.7     $ 4,384.8     $ 4,109.1   

Net premiums earned   $ 4,474.5     $ 4,254.4     $ 3,980.4   

Net investment income     281.3       267.4       243.9   

Other income     25.5       23.2       22.5   

Total operating revenues     4,781.3       4,545.0       4,246.8   

Losses and operating expenses                         

Losses and LAE     2,864.6       2,724.6       2,574.9   

Amortization of deferred acquisition costs     926.7       891.8       840.7   

Other operating expenses     536.4       522.1       503.9   

Total losses and operating expenses     4,327.7       4,138.5       3,919.5   

Operating income before interest expense and income taxes   $ 453.6     $ 406.5     $ 327.3   

2019 Compared to 2018 

Operating income before interest expense and income taxes was $453.6 million for the year ended December 31, 2019, compared to 

$406.5 million for the year ended December 31, 2018, an increase of $47.1 million. This increase was primarily due to lower 

catastrophe losses, earned premium growth, lower expenses and higher net investment income, partially offset by higher current 

accident year large loss activity in our specialty industrial property line, personal automobile, and, to a lesser extent, our homeowners 

and marine lines. 

Net premiums written increased by $196.9 million for the year ended December 31, 2019, compared to the year ended December 31, 

2018, due to growth in both our Commercial and Personal Lines segments. 

2018 Compared to 2017 

Operating income before interest expense and income taxes was $406.5 million for the year ended December 31, 2018, compared to 

$327.3 million for the year ended December 31, 2017, an increase of $79.2 million. This increase was primarily due to lower 

catastrophe losses, higher net investment income, a favorable change in reinsurance reinstatement premiums driven by prior year large 

loss activity, earned premium growth and lower expenses, partially offset by higher non-catastrophe current accident year losses.  

Net premiums written increased by $275.7 million for the year ended December 31, 2018, compared to the year ended December 31, 

2017, due to growth in both our Commercial and Personal Lines segments. 

PRODUCTION AND UNDERWRITING RESULTS 

The following table summarizes premiums written on a gross and net basis, net premiums earned and loss (including catastrophe 

losses), LAE, expense and combined ratios for the Commercial Lines and Personal Lines segments. Loss, LAE, catastrophe loss and 

combined ratios shown below include prior year reserve development. These items are not meaningful for our Other segment. 

     YEAR ENDED DECEMBER 31, 2019   

(dollars in millions)   

Gross 

Premiums 
Written      

Net 

Premiums 
Written      

Net 

Premiums 
Earned     

Catastrophe 

Loss Ratios     

Loss & 

LAE  Ratios     

Expense 

Ratios     

Combined 

Ratios   

Commercial Lines   $ 3,127.3     $ 2,707.2     $ 2,654.2       3.1       60.6       34.6       95.2   

Personal Lines     1,991.2       1,874.5       1,820.3       4.7       68.9       27.4       96.3   

Total   $ 5,118.5     $ 4,581.7     $ 4,474.5       3.8       64.0       31.6       95.6   
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     YEAR ENDED DECEMBER 31, 2018   

(dollars in millions)   

Gross 

Premiums 
Written      

Net 

Premiums 
Written      

Net 

Premiums 
Earned     

Catastrophe 

Loss Ratios     

Loss & 

LAE  Ratios     

Expense 

Ratios     

Combined 

Ratios   

Commercial Lines   $ 2,968.1     $ 2,610.7     $ 2,548.4       5.6       61.5       34.9       96.4   

Personal Lines     1,875.6       1,774.1       1,706.0       4.5       67.7       27.8       95.5   

Total   $ 4,843.7     $ 4,384.8     $ 4,254.4       5.2       64.0       32.1       96.1   

  
    YEAR ENDED DECEMBER 31, 2017   

(dollars in millions)   

Gross 

Premiums 
Written      

Net 

Premiums 
Written      

Net 

Premiums 
Earned     

Catastrophe 

Loss Ratios     

Loss & 

LAE  Ratios     

Expense 

Ratios     

Combined 

Ratios   

Commercial Lines   $ 2,826.8     $ 2,462.0     $ 2,399.6       7.1       63.7       35.6       99.3   

Personal Lines     1,736.7       1,647.1       1,580.8       5.1       66.1       28.0       94.1   

Total   $ 4,563.5     $ 4,109.1     $ 3,980.4       6.4       64.7       32.6       97.3   

The following table summarizes net premiums written, and loss and LAE and catastrophe loss ratios by line of business for the 

Commercial Lines and Personal Lines segments. Loss and LAE and catastrophe loss ratios include prior year reserve development. 

  
    YEAR ENDED DECEMBER  31, 2019   

(dollars in millions)   

Net 

Premiums 
Written      

Loss & 

LAE  Ratios     

Catastrophe 

Loss Ratios   

Commercial Lines:                         

Commercial multiple peril   $ 909.4       63.0       7.5   

Commercial automobile     336.1       71.9       0.4   

Workers' compensation     334.6       50.7       ð   

Other commercial     1,127.1       58.3       1.4   

Total Commercial Lines     2,707.2       60.6       3.1   

Personal Lines:                         

Personal automobile     1,186.1       74.0       0.5   

Homeowners     636.9       61.5       12.8   

Other personal     51.5       41.5       2.8   

Total Personal Lines     1,874.5       68.9       4.7   

Total   $ 4,581.7       64.0       3.8   

  
    YEAR ENDED DECEMBER 31, 2018   

(dollars in millions)   

Net 

Premiums 
Written      

Loss & 

LAE  Ratios     

Catastrophe 

Loss Ratios   

Commercial Lines:                         

Commercial multiple peril   $ 861.4       66.4       10.7   

Commercial automobile     344.8       79.9       0.8   

Workers' compensation     317.1       51.0       ð   

Other commercial     1,087.4       54.9       4.7   

Total Commercial Lines     2,610.7       61.5       5.6   

Personal Lines:                         

Personal automobile     1,127.5       72.0       0.5   

Homeowners     604.0       61.2       12.1   

Other personal     42.6       48.1       2.2   

Total Personal Lines     1,774.1       67.7       4.5   

Total   $ 4,384.8       64.0       5.2   
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     YEAR ENDED DECEMBER 31, 2017   

(dollars in millions)   

Net 

Premiums 
Written      

Loss & 

LAE  Ratios     

Catastrophe 

Loss Ratios   

Commercial Lines:                         

Commercial multiple peril   $ 815.3       66.2       11.8   

Commercial automobile     322.7       70.6       1.4   

Workers' compensation     311.1       58.6       ð   

Other commercial     1,012.9       61.1       7.3   

Total Commercial Lines     2,462.0       63.7       7.1   

Personal Lines:                         

Personal automobile     1,041.6       70.7       0.6   

Homeowners     566.9       59.8       13.5   

Other personal     38.6       35.9       1.8   

Total Personal Lines     1,647.1       66.1       5.1   

Total   $ 4,109.1       64.7       6.4   

The following table summarizes GAAP underwriting results for the Commercial Lines, Personal Lines and Other segments and 

reconciles them to operating income (loss) before interest expense and income taxes.  

     YEAR ENDED DECEMBER 31, 2019   

(in millions)   

Commercial 

Lines     

Personal 

Lines     Other     Total   

Underwriting profit (loss), excluding prior year reserve 

   development and catastrophes   $ 176.0     $ 171.8     $ (0.1 )   $ 347.7   

Prior year favorable (unfavorable) loss and LAE reserve 

   development on non-catastrophe losses     28.7       (26.6 )     (1.2 )     0.9   

Prior year favorable catastrophe development     24.6       2.9       ð       27.5   

Current year catastrophe losses     (107.8 )     (89.0 )     ð       (196.8 ) 

Underwriting profit (loss)     121.5       59.1       (1.3 )     179.3   

Net investment income     180.1       80.1       21.1       281.3   

Fees and other income     9.2       11.4       4.9       25.5   

Other operating expenses     (10.7 )     (5.7 )     (16.1 )     (32.5 ) 

Operating income before interest expense and income taxes   $ 300.1     $ 144.9     $ 8.6     $ 453.6   

  
    YEAR ENDED DECEMBER 31, 2018   

(in millions)   

Commercial 

Lines     

Personal 

Lines     Other     Total   

Underwriting profit (loss), excluding prior year reserve 

   development and catastrophes   $ 193.2     $ 176.8     $ (3.0 )   $ 367.0   

Prior year favorable (unfavorable) loss and LAE reserve 

   development on non-catastrophe losses     34.1       (33.3 )     (1.2 )     (0.4 ) 

Prior year favorable catastrophe development     6.8       2.5       ð       9.3   

Current year catastrophe losses     (149.1 )     (79.4 )     ð       (228.5 ) 

Underwriting profit (loss)     85.0       66.6       (4.2 )     147.4   

Net investment income     182.2       73.7       11.5       267.4   

Fees and other income     8.9       11.6       2.7       23.2   

Other operating expenses     (10.4 )     (5.7 )     (15.4 )     (31.5 ) 

Operating income (loss) before interest expense and income taxes   $ 265.7     $ 146.2     $ (5.4 )   $ 406.5   
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    YEAR ENDED DECEMBER 31, 2017   

(in millions)   

Commercial 

Lines     

Personal 

Lines     Other     Total   

Underwriting profit (loss), excluding prior year reserve 

   development and catastrophes   $ 173.4     $ 174.0     $ (3.0 )   $ 344.4   

Prior year favorable (unfavorable) loss and LAE reserve 

   development on non-catastrophe losses     9.4       (9.4 )     (1.2 )     (1.2 ) 

Prior year favorable catastrophe development     1.4       ð       ð       1.4   

Current year catastrophe losses     (172.0 )     (80.9 )     ð       (252.9 ) 

Underwriting profit (loss)     12.2       83.7       (4.2 )     91.7   

Net investment income     165.8       70.1       8.0       243.9   

Fees and other income     8.4       11.4       2.7       22.5   

Other operating expenses     (9.0 )     (6.5 )     (15.3 )     (30.8 ) 

Operating income (loss) before interest expense and income taxes   $ 177.4     $ 158.7     $ (8.8 )   $ 327.3   

2019 Compared to 2018 

Commercial Lines 

Commercial Lines net premiums written were $2,707.2 million for the year ended December 31, 2019, compared to $2,610.7 million 

for the year ended December 31, 2018. This $96.5 million increase was primarily driven by pricing increases and strong retention. 

Commercial Lines underwriting profit for the year ended December 31, 2019 was $121.5 million, compared to $85.0 million for the 

year ended December 31, 2018, an increase of $36.5 million. Catastrophe-related losses for the year ended December 31, 2019 were 

$83.2 million, compared to $142.3 million for the year ended December 31, 2018, a decrease of $59.1 million. This decrease is 

partially attributable to an increase in prior year favorable catastrophe development of $17.8 million, primarily due to the sale of 

subrogation rights on certain California wildfire losses incurred in 2017 and 2018. Favorable development on prior yearsô loss 

reserves, excluding catastrophes, for the year ended December 31, 2019 was $28.7 million, compared to $34.1 million for the year 

ended December 31, 2018, a decrease of $5.4 million. 

Commercial Lines current accident year underwriting profit, excluding catastrophes, was $176.0 million for the year ended December 

31, 2019, compared to $193.2 million for the year ended December 31, 2018. This $17.2 million decrease was primarily due to higher 

current accident year large property loss activity in our specialty industrial property line and, to a lesser extent, in our marine and 

Hanover Programs lines within other commercial lines, partially offset by earned premium growth and lower expenses. 

We are continuing to manage underwriting performance through increased rates, pricing segmentation, specific underwriting actions 

and targeted new business growth. Our ability to achieve overall rate increases is affected by the current competitive pricing 

environment, particularly within our workersô compensation line, which may hamper our ability to grow in this portion of our 

business. 

Personal Lines 

Personal Lines net premiums written were $1,874.5 million for the year ended December 31, 2019, compared to $1,774.1 million for 

the year ended December 31, 2018, an increase of $100.4 million. This was primarily due to higher renewal premium driven by rate 

increases, which was modestly offset by lower policy retention. 

Net premiums written in the personal automobile line of business for the year ended December 31, 2019 were $1,186.1 million, 

compared to $1,127.5 million for the year ended December 31, 2018, an increase of $58.6 million. This increase was primarily due to 

rate increases and an increase in policies in force of 1.4%. Net premiums written in the homeowners line of business for the year 

ended December 31, 2019 were $636.9 million, compared to $604.0 million for the year ended December 31, 2018, an increase of 

$32.9 million. This is attributable to rate increases and an increase in policies in force of 2.1%. 

Personal Lines underwriting profit for the year ended December 31, 2019 was $59.1 million, compared to $66.6 million for the year 

ended December 31, 2018, a decrease of $7.5 million. Catastrophe losses for the year ended December 31, 2019 were $86.1 million, 

compared to $76.9 million for the year ended December 31, 2018, an increase of $9.2 million. Unfavorable development on prior 

yearsô loss reserves for the year ended December 31, 2019 was $26.6 million, compared to $33.3 million for the year ended December 

31, 2018, a decrease of $6.7 million. 

Personal Lines current accident year underwriting profit, excluding catastrophes, was $171.8 million in the year ended December 31, 

2019, compared to $176.8 million for the year ended December 31, 2018. This $5.0 million decrease was primarily due to higher 

current accident year losses in our personal automobile and homeowners lines, partially offset by earned premium growth and lower 

expenses. 



Table of Contents 

43 

We have been able to obtain rate increases in our Personal Lines markets and believe that our ability to obtain increases will continue. 

However, our ability to maintain Personal Lines net premiums written may be affected by price competition, and regulatory and legal 

developments. Additionally, these factors along with weather-related loss volatility may also affect our ability to maintain and 

improve underwriting results. We monitor these trends and consider them in our rate actions. 

In addition, and as discussed under ñRisk Factors - Michigan PIP Reformò, Michigan enacted major reforms of its current system 

governing personal and commercial automobile insurance. Michigan business represents 47% of our total personal automobile net 

premiums written. We currently believe the net impact of these reforms should not be significant to our total net premiums written and 

underwriting income in 2020; however, in light of the uncertainties attendant to these reforms, no assurances can be provided.  

Other 

Other operating income was $8.6 million for the year ended December 31, 2019, compared to other operating losses of $5.4 million 

for the year ended December 31, 2018, an improvement of $14.0 million. This was primarily due to higher net investment income, 

which includes the investment of the remaining proceeds from the Chaucer sale transaction. All of the proceeds of the Chaucer 

transaction were distributed in 2019 through share repurchases or special dividends, and therefore will not be available for investment 

in 2020. 

2018 Compared to 2017 

Commercial Lines 

Commercial Lines net premiums written were $2,610.7 million for the year ended December 31, 2018, compared to $2,462.0 million 

for the year ended December 31, 2017. This $148.7 million increase was primarily driven by pricing increases, strong retention, and 

targeted new business expansion, in addition to reductions in reinstatement premiums. Reinsurance reinstatements were $0.5 million 

unfavorable in 2018 compared to $27.8 million unfavorable in 2017. The year over year favorable change was $27.3 million due to 

several 2017 large losses above our retention level in our surety, inland marine and commercial multiple peril lines. The reinstatement 

premiums represent the pro-rata reinsurance premium charged for reinstating the amount of reinsurance coverage utilized as a result of 

the incurred losses that are reimbursable under our reinsurance treaties. See the Glossary of Selected Insurance Terms ï 

ñReinstatement premiumò. 

Commercial Lines underwriting profit for the year ended December 31, 2018 was $85.0 million, compared to $12.2 million for the 

year ended December 31, 2017, a change of $72.8 million. Catastrophe-related losses for the year ended December 31, 2018 were 

$142.3 million, compared to $170.6 million for the year ended December 31, 2017, a decrease of $28.3 million. Favorable 

development on prior yearsô loss reserves for the year ended December 31, 2018 was $34.1 million, compared to $9.4 million for the 

year ended December 31, 2017, a favorable change of $24.7 million. 

Commercial Lines current accident year underwriting profit, excluding catastrophes, was $193.2 million for the year ended December 

31, 2018, compared to $173.4 million for the year ended December 31, 2017. This $19.8 million improvement was primarily due to 

the reduction in large loss-related reinsurance reinstatement premiums, lower expenses and earned premium growth, partially offset by 

higher non-catastrophe current accident year losses. The reduction in reinsurance reinstatement premiums, net of ceding commissions, 

increased non-catastrophe current accident year underwriting profit by $21.5 million compared to the prior year. The higher non-

catastrophe current accident year losses were driven by large property loss activity in our commercial multiple peril line and higher 

loss activity in our commercial automobile liability line, partially offset by lower loss activity in our other commercial lines. 

Personal Lines 

Personal Lines net premiums written were $1,774.1 million for the year ended December 31, 2018, compared to $1,647.1 million for 

the year ended December 31, 2017, an increase of $127.0 million. This was primarily due to higher renewal premium driven by rate 

increases and strong retention, as well as new business growth. 

Net premiums written in the personal automobile line of business for the year ended December 31, 2018 were $1,127.5 million, 

compared to $1,041.6 million for the year ended December 31, 2017, an increase of $85.9 million. This increase was primarily due to 

rate increases and an increase in policies in force of 2.5%. Net premiums written in the homeowners line of business for the year 

ended December 31, 2018 were $604.0 million, compared to $566.9 million for the year ended December 31, 2017, an increase of 

$37.1 million. This is attributable to rate increases and an increase in policies in force of 3.0%.  

Personal Lines underwriting profit for the year ended December 31, 2018 was $66.6 million, compared to $83.7 million for the year 

ended December 31, 2017, a decline of $17.1 million. Catastrophe losses for the year ended December 31, 2018 were $76.9 million, 

compared to $80.9 million for the year ended December 31, 2017, a decrease of $4.0 million. Unfavorable development on prior 

yearsô loss reserves for the year ended December 31, 2018 was $33.3 million, compared to $9.4 million for the year ended December 

31, 2017, an increase of $23.9 million.  
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Personal Lines current accident year underwriting profit, excluding catastrophes, was $176.8 million in the year ended December 31, 

2018, compared to $174.0 million for the year ended December 31, 2017. This $2.8 million increase was primarily a result of earned 

premium growth and lower expenses, partially offset by higher non-catastrophe current accident year losses. This increase in losses 

was driven by higher homeowners property losses, partly due to large losses and non-catastrophe weather activity, higher personal 

automobile bodily injury loss severity and, to a lesser extent, higher personal automobile property losses.  

Other 

Other operating losses were $5.4 million for the year ended December 31, 2018, compared to $8.8 million for the year ended 

December 31, 2017, an improvement of $3.4 million, primarily due to higher net investment income. 

RESERVE FOR LOSSES AND LOSS ADJUSTMENT EXPENSES  

Overview of Loss Reserve Estimation Process 

We maintain reserves for our property and casualty products to provide for our ultimate liability for losses and loss adjustment 

expenses (our ñloss reservesò) with respect to reported and unreported claims incurred as of the end of each accounting period. These 

reserves are estimates, taking into account past loss experience, modified for current trends, as well as prevailing economic, legal and 

social conditions. Loss reserves represent our largest liability. 

Managementôs process for establishing loss reserves is a comprehensive process that involves input from multiple functions 

throughout our organization, including actuarial, finance, claims, legal, underwriting, distribution and business operations 

management. The process incorporates facts currently known, as well as the current, and in some cases, the anticipated, state of the 

law and coverage litigation. Based on information currently available, we believe that the aggregate loss reserves at December 31, 

2019 were adequate to cover claims for losses that had occurred as of that date, including both those known to us and those yet to be 

reported. However, as described below, there are significant uncertainties inherent in the loss reserving process. Our estimate of the 

ultimate liability for losses that had occurred as of December 31, 2019 is expected to change in future periods as we obtain further 

information, and such changes could have a material effect on our results of operations and financial position.  

Our loss reserves include case estimates for claims that have been reported and estimates for claims that have been incurred but not 

reported (ñIBNRò) at the balance sheet date. They also include estimates of the expenses associated with processing and settling all 

reported and unreported claims, less estimates of anticipated salvage and subrogation recoveries. Our property and casualty loss 

reserves are not discounted to present value.  

Case reserves are established by our claim personnel individually on a claim by claim basis and based on information specific to the 

occurrence and terms of the underlying policy. For some classes of business, average case reserves are used initially. Case reserves are 

periodically reviewed and modified based on new or additional information pertaining to the claim.  

Our ultimate IBNR reserves are estimated by management and our reserving actuaries on an aggregate basis for each line of business 

or coverage for loss and loss expense liabilities not reflected within the case reserves. The sum of the case reserves and the IBNR 

reserves represents our estimate of total unpaid losses and loss adjustment expenses.  

We regularly review our loss reserves using a variety of industry accepted analytical techniques. We update the loss reserves as 

historical loss experience develops, additional claims are reported and resolved and new information becomes available. Net changes 

in loss reserves are reflected in operating results in the period in which the reserves are changed.  

The IBNR reserve includes a provision for claims that have occurred but have not yet been reported to us, some of which may not yet 

be known to the insured, as well as a provision for future development on reported claims. IBNR represents a significant proportion of 

our total net loss reserves, particularly for long-tail liability classes. In fact, approximately 49% of our aggregate net loss reserves at 

December 31, 2019 were for IBNR losses and loss expenses.  

Critical Judgments and Key Assumptions  

We determine the amount of our net loss reserves (i.e., net of estimated reinsurance recoverables) based on an estimation process that 

is complex and considers information from both company specific and industry data, as well as general economic and other 

information. The estimation process utilizes a combination of objective and subjective information, the blending of which requires 

significant professional judgment. There are various assumptions required, including future trends in frequency and severity of claims, 

operational changes in claim handling and case reserving practices and trends related to general economic and social conditions. 

Informed judgments as to our ultimate exposure to losses are an integral component of our loss reserve estimation process.  

Given the inherent complexity of our loss reserve estimation process and the potential variability of the assumptions used, the actual 

emergence of losses will vary, perhaps substantially, from the estimate of losses included in our financial statements, particularly in 

those instances where settlements or other claim resolutions do not occur until well into the future. Our net loss reserves at 

December 31, 2019 were $4.1 billion. Therefore, a relatively small percentage change in the estimate of net loss reserves would have a 

material effect on our results of operations.  
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There is greater inherent uncertainty in estimating insurance reserves for certain types of property and casualty insurance lines, 

particularly liability lines, where a longer period of time may elapse before a definitive determination of ultimate liability and losses 

may be made (sometimes referred to as ñlong-tailò business). In addition, the technological, judicial, regulatory and political climates 

involving these types of claims are continuously evolving. There is also greater uncertainty in establishing reserves with respect to 

business that is new to us, particularly new business which is generated with respect to newly introduced product lines, by newly 

appointed agents or in geographies in which we have less experience in conducting business. In such cases, there is less historical 

experience or knowledge and less data upon which we can rely. A combination of business that is both new to us and has longer 

development periods provides even greater uncertainty in estimating insurance reserves. In our management and professional liability 

lines, we are modestly increasing, and expect to continue to increase, our exposure to longer-tailed liability lines, including directors 

and officers liability, errors and omissions liability and product liability coverages. In addition, in recent periods we have experienced 

extensions of the ñtailsò in certain lines of business as the full value of claims are presented later than had been our historical 

experience.  

We regularly update our reserve estimates as new information becomes available and additional events occur which may impact the 
resolution of unsettled claims. Reserve adjustments are reflected in the results of operations as adjustments to losses and LAE. Often, 
these adjustments are recognized in periods subsequent to the period in which the underlying policy was written and the loss event 
occurred. When these types of subsequent adjustments affect prior years, they are described separately as ñprior year reserve 
developmentò. Such development can be either favorable or unfavorable to our financial results and may vary by line of business. As 
discussed below, estimated loss and LAE reserves for claims occurring in prior years, in the aggregate, developed favorably by $0.9 
million for the year ended December 31, 2019 and unfavorably by $0.4 million and $1.2 million for the years ended December 31, 
2018 and 2017, respectively, although there was some significant variance by line of business. Additionally, our estimated loss and 
LAE reserves for catastrophe claims occurring in prior years developed favorably by $27.5 million, $9.3 million and $1.4 million for 
the years ended December 31, 2019, 2018 and 2017, respectively. There can be no assurance that current loss and LAE reserves will 
be sufficient.  

We regularly review our reserving techniques, our overall reserving position and our reinsurance. Based on (i) our review of historical 

data, legislative enactments, judicial decisions, legal developments in impositions of damages and policy coverage, political attitudes 

and trends in general economic conditions, (ii) our review of per claim information, (iii) our historical loss experience and that of the 

industry, (iv) the nature of policies written by us, and (v) our internal estimates of required reserves, we believe that adequate 

provision has been made for loss reserves. However, establishment of appropriate reserves is an inherently uncertain process, and 

there can be no certainty that current established reserves will prove adequate in light of subsequent actual experience. A significant 

change to the estimated reserves would have a material impact on our results of operations and financial position. An increase or 

decrease in reserve estimates would result in a corresponding decrease or increase in financial results. For example, each one 

percentage point change in the aggregate loss and LAE ratio resulting from a change in reserve estimation is currently projected to 

have an approximate $45 million impact on operating income, based on 2019 full year premiums.  

The major causes of material uncertainty relating to ultimate losses and LAE (ñrisk factorsò) generally vary for each line of business, 

as well as for each separately analyzed component of the line of business. In some cases, such risk factors are explicit assumptions of 

the estimation method and in others, they are implicit. For example, a method may explicitly assume that a certain percentage of 

claims will close each year, but will implicitly assume that the legal interpretation of existing contract language will remain 

substantially unchanged. Actual results will likely vary from expectations for each of these assumptions, resulting in an ultimate claim 

liability that is different from that being estimated currently.  

Some risk factors affect multiple lines of business. Examples include changes in claim handling and claim reserving practices, changes 

in claim settlement patterns, regulatory and legislative actions, court actions, so-called ñsocial inflationò, timeliness of claim reporting, 

state mix of claimants and degree of claimant fraud. Additionally, there is also a higher degree of uncertainty due to growth in our 

acquired businesses, with respect to which we have less familiarity and, in some cases, limited historical claims experience. The extent 

of the impact of a risk factor will also vary by components within a line of business. Individual risk factors are subject to interactions 

with other risk factors within line of business components. Thus, risk factors can have offsetting or compounding effects on required 

reserves.  

Inflation generally increases the cost of losses covered by insurance contracts. The effect of inflation varies by product. Our property 

and casualty insurance premiums are established before the amount of losses and LAE and the extent to which inflation may affect 

such expenses are known. Consequently, we attempt, in establishing rates and reserves, to anticipate the potential impact of inflation 

in the projection of ultimate costs. For example, we monitor and continue to experience increases in medical costs, wages and legal 

costs, which are key considerations in setting reserve assumptions for workersô compensation, bodily injury and other liability lines. 

We are also monitoring the continued advancements in technology and design found in automobiles and homes and the increased 

claims settlement costs that result from repairs or replacement of such equipment. Estimated increases are reflected in our current 

reserve estimates, but continued increases are expected to contribute to increased losses and LAE in the future. 
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We are also defendants in various litigation matters, including putative class actions, which may seek punitive damages, bad faith or 

extra-contractual damages, legal fees and interest, or claim a broader scope of policy coverage or settlement and payment obligations 

than our interpretation. Resolution of these cases are often highly unpredictable and could involve material unanticipated damage 

awards. We have experienced, and others in the industry have reported, increased attorney involvement in claims, delayed 

submissions of medical and other expense claims and a trend toward higher valued settlements and litigation, all of which contribute 

to uncertainty regarding reserve estimates. 

Loss and LAE Reserves by Line of Business  

Reserving Process Overview  

Our loss reserves include amounts related to short-tail and long-tail classes of business. ñTailò refers to the time period between the 

occurrence of a loss and the final settlement of the claim. The longer the time span between the incidence of a loss and the settlement 

of the claim (i.e., a longer tail), the more the ultimate settlement amount may likely vary from our original estimate.  

Short-tail classes consist principally of automobile physical and property damage, homeowners property, commercial property and 

marine business. For these property coverages, claims are generally reported and settled shortly after the loss occurs because the 

claims relate to tangible property and are more likely to be discovered shortly after the loss occurs. Consequently, the estimation of 

loss reserves for these classes is generally less complex.  

While we estimate that approximately half of our written premium is in, what we would characterize as shorter-tail classes of business, 

most of our loss reserves relate to longer-tail liability classes of business. Long-tailed classes include automobile liability, commercial 

liability, third-party coverage and workersô compensation. For many liability claims, significant periods of time, ranging up to several 

years or more, may elapse between the occurrence of the loss, the discovery and reporting of the loss to us and the settlement of the 

claim. As a result, loss experience in the more recent accident years for long-tailed liability coverage has limited statistical credibility 

because a relatively small proportion of losses in these accident years (the calendar years in which losses are incurred) are reported 

claims and an even smaller proportion are paid losses. Liability claims are also more susceptible to litigation and can be significantly 

affected by changing contract interpretations, the legal, political and social environment, the risk and expense of protracted litigation 

and inflation. Consequently, the estimation of loss reserves for these coverages is more complex and typically subject to a higher 

degree of variability and uncertainty compared to short-tailed coverages.  

Most of our indirect business from our run-off voluntary and ongoing involuntary pools is assumed long-tailed casualty reinsurance. 
Reserve estimates for this business are therefore subject to the variability caused by extended loss emergence periods. The estimation 
of loss reserves for this business is further complicated by delays between the time the claim is reported to the ceding insurer and 
when it is reported by the ceding insurer to the pool manager and then to us, and by our dependence on the quality and consistency of 
the loss reporting by the ceding company and actuarial estimates by the pool manager. These reserving factors also apply to our 
discontinued assumed accident and health reinsurance pools and arrangements that are included in our liabilities of discontinued life 
businesses (See ñRisk Factorsò in Part I ï Item 1A for further discussion). 

A review of loss reserves for each of the classes of business which we write is conducted regularly, generally quarterly. This review 
process takes into consideration a variety of trends that impact the ultimate settlement of claims. Where appropriate, the review 
includes a review of overall payment patterns and the emergence of paid and reported losses relative to expectations.  

The loss reserve estimation process relies on the basic assumption that past experience, adjusted for the effects of current 
developments and likely trends, is an appropriate basis for predicting future outcomes. As part of this process, we use a variety of 
analytical methods that consider experience, trends and other relevant factors. IBNR reserves are generally calculated by first 
projecting the ultimate cost of all claims that have been reported or expected to be reported in the future and then subtracting reported 
losses and loss expenses. Reported losses include cumulative paid losses and loss expenses plus case reserves. Within the loss 
reserving process, standard actuarial methods which include: (1) loss development factor methods; (2) expected loss methods 
(Bornheutter-Ferguson); and (3) adjusted loss methods (Berquist-Sherman), are given due consideration. These methods are described 
below: 

¶ Loss development factor methods generally assume that the losses yet to emerge for an accident year are proportional to 
the paid or reported loss amount observed to date. Historical patterns of the development of paid and reported losses by 
accident year can be predictive of the expected future patterns that are applied to current paid and reported losses to 
generate estimated ultimate losses by accident year.  

¶ Bornheutter-Ferguson methods utilize the product of the expected ultimate losses times the proportion of ultimate losses 
estimated to be unreported or unpaid to calculate IBNR. The expected ultimate losses are based upon current estimates of 
ultimate losses from prior accident years, adjusted to reflect expected earned premium, current rating, claims cost levels 
and changes in business mix. The expected losses, and corresponding loss ratios, are a critical component of Bornheutter-
Ferguson methodologies and provide a general reasonability guide. 
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¶ Berquist-Sherman methods are used for estimating reserves in business lines where historical development patterns may 
be deemed less reliable for more recent accident yearsô ultimate losses. Under these methods, patterns of historical paid or 
reported losses are first adjusted to reflect current payment settlement patterns and case reserve adequacy and then 
evaluated in the same manner as the loss development factor methods described above. When the adequacy of case 
reserves change, the Berquist-Sherman incurred method may be deemed more reliable than the reported loss development 
factor method. Likewise, when the settlement patterns change, the Berquist-Sherman paid method may be deemed more 
reliable than the paid loss development factor method. 

In addition to the methods described above, various tailored reserving methodologies are used for certain businesses. For example, for 
some low volume and high volatility classes of business, special reserving techniques are utilized that estimate IBNR by selecting the 
loss ratio that balances actual reported losses to expected reported losses as defined by the estimated underlying reporting pattern. 
Also, for some classes with long exposure periods (e.g., construction defect, engineering and surety), earnings patterns plus an 
estimated reporting lag applied to the Bornheutter-Ferguson initial expected loss ratio are used to estimate IBNR. This is done in order 
to reflect the changing average exposure periods by policy year (and consequently accident year).  

In completing the loss reserve analysis, a variety of assumptions must be made for each line of business, coverage and accident year. 
Each estimation method has its own pattern, parameter and/or judgmental dependencies, with no estimation method being better than 
the others in all situations. The relative strengths and weaknesses of the various estimation methods, when applied to a particular class 
of business, can also change over time, depending on the underlying circumstances. In many cases, multiple estimation methods will 
be valid for the particular facts and circumstances of the relevant class of business. The manner of application and the degree of 
reliance on a given method will vary by line of business and coverage, and by accident year based on an evaluation of the above 
dependencies and the potential volatility of the loss frequency and severity patterns. The estimation methods selected or given weight 
at a particular valuation date are those that are believed to produce the most reliable indication for the loss reserves being evaluated. 
Selections incorporate input from claims personnel, pricing actuaries, and underwriting management on loss cost trends and other 
factors that could affect ultimate losses.  

For most classes of shorter-tailed business in our Commercial and Personal Lines segments, the emergence of paid and incurred losses 
generally exhibits a relatively stable pattern of loss development from one accident year to the next. Thus, for these classes, the loss 
development factor method is generally appropriate. For many of the classes of shorter-tailed business, the emergence of paid and 
incurred losses may exhibit a relatively volatile pattern of loss development from one accident year to the next. In certain cases where 
there is a relatively low level of reliability placed on the available paid and incurred loss data, expected loss methods or adjusted loss 
methods are considered appropriate for the most recent accident year.  

For longer-tailed lines of business, applying the loss development factor method often requires even more judgment in selecting 
development factors, as well as more significant extrapolation. For those long-tailed lines of business with high frequency and 
relatively low per-loss severity (e.g., personal automobile liability), volatility will often be sufficiently modest for the loss 
development factor method to be given significant weight, even in the most recent accident years, but expected loss methods and 
adjusted loss methods are always considered and frequently utilized in the selection process. For those long-tailed lines of business 
with low frequency and high loss potential (e.g., commercial general liability), anticipated loss experience is less predictable because 
of the small number of claims and erratic claim severity patterns. In these situations, the loss development factor methods may not 
produce a reliable estimate of ultimate losses in the most recent accident years since many claims either have not yet been reported or 
are only in the early stages of the settlement process. Therefore, the loss reserve estimates for these accident years may be based on 
methods less reliant on extrapolation, such as Bornheutter-Ferguson. Over time, as a greater number of claims are reported and the 
statistical credibility of loss experience increases, loss development factor methods or adjusted loss methods are given increasing 
weight.  

Management endeavors to apply as much available data as practicable to estimate the loss reserve amount for each line of business, 
coverage and accident year, utilizing varying assumptions, projections and methods. The ultimate outcome is likely to fall within a 
range of potential outcomes around this loss reserve estimated amount.  

Our carried reserves for each line of business and coverage are determined based on the quarterly loss reserving process. In making 
the determination, we consider numerous quantitative and qualitative factors. Quantitative factors include changes in reserve estimates 
in the period, the maturity of the accident year, trends observed over the recent past, the level of volatility within a particular class of 
business, the estimated effects of reinsurance, including reinstatement premiums, general economic trends and other factors. 
Qualitative factors may include legal and regulatory developments, changes in claim handling and case reserving practices, recent 
entry into new markets or products, changes in underwriting practices or business mix, concerns that we do not have sufficient or 
quality historical reported and paid loss and LAE information with respect to a particular line or segment of our business, effects of 
the economy and political outlook, perceived anomalies in the historical results, evolving trends or other factors. In doing so, we must 
evaluate whether a change in the data represents credible actionable information or an anomaly. Such an assessment requires 
considerable judgment. Even if a change is determined to be apparent, it is not always possible to determine the extent of the change. 
As a result, there can be a time lag between the emergence of a change and a determination that the change should be partially or fully 
reflected in the carried loss reserves. In general, changes are made more quickly to reserves for more mature accident years and less 
volatile classes of business.  
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Reserving Process Uncertainties  

As stated above, numerous factors (both internal and external) contribute to the inherent uncertainty in the process of establishing loss 
reserves, including changes in the rate of inflation for goods and services related to insured damages (e.g., medical care, home repairs, 
etc.), changes in the judicial interpretation of policy provisions and settlement obligations, changes in the general attitude of juries in 
determining damage awards, legislative actions, such as expanding liability, coverage mandates or expanding or suspending statutes of 
limitations which otherwise limit the times within which claims can be made, changes in the extent of insured injuries, changes in the 
trend of expected frequency and/or severity of claims, changes in our book of business (e.g., change in mix due to new or modified 
product offerings, new or rapidly expanding geographic areas, etc.), changes in our underwriting practices and changes in claim 
handling procedures and/or systems. Regarding our indirect business from voluntary and involuntary pools, we are periodically 
provided loss estimates by managers of each pool. We adopt reserve estimates for the pools that consider this information and other 
facts.  

In addition, we must consider the uncertain effects of emerging or potential claims and coverage issues that arise as legal, judicial, 
social conditions, political risks and economic conditions change. For example, claims which we consider closed may be re-opened as 
additional damages surface or new liability or damage theories are presented. Also, historically, we have observed more frequent and 
higher severity in workersô compensation, bodily injury and other liability claims and more credit related losses (for example, in our 
surety business) during periods of economic uncertainty or high unemployment. These, and other issues, could have a negative effect 
on our loss reserves by either extending coverage beyond the original underwriting intent or by increasing the number or size of 
claims.  

As part of our loss reserving analysis, we consider the various factors that contribute to the uncertainty in the loss reserving process. 
Those factors that could materially affect our loss reserve estimates include loss development patterns and loss cost trends, reporting 
lags, rate and exposure level changes, the effects of changes in coverage and policy limits, business mix shifts, the effects of 
regulatory and legislative developments, economic circumstances, the effects of changes in judicial interpretations, the effects of 
emerging claims and coverage issues and the effects of changes in claim handling and claim reserving practices. In making estimates 
of reserves, however, we do not necessarily make an explicit assumption for each of these factors. Moreover, all estimation methods 
do not utilize the same assumptions and typically no single method is determinative in the reserve analysis for a line of business and 
coverage. Consequently, changes in our loss reserve estimates generally are not the result of changes in any one assumption. Instead, 
the variability will be affected by the interplay of changes in numerous assumptions, many of which are implicit to the approaches 
used.  

For each line of business and coverage, we regularly adjust the assumptions and methods used in the estimation of loss reserves in 

response to our actual loss experience, as well as our judgments regarding changes in trends and/or emerging patterns. In those 

instances where we primarily utilize analyses of historical patterns of the development of paid and reported losses, this may be 

reflected, for example, in the selection of revised loss development factors. In longer-tailed classes of business and for which loss 

experience is less predictable due to potential changes in judicial interpretations, potential legislative actions, the cost of litigation or 

determining liability and the ultimate loss, inflation, potential claims and other issues, this may be reflected in a judgmental change in 

our estimate of ultimate losses for particular accident years. Most of the insurance policies we have written over many years are 

written on an ñoccurrenceò basis, which means we insure specified acts or events which occurred during the covered period, even if 

claims first arise from such events many years later. For example, the industry incurred significant losses as a result of claims arising 

from asbestos and environmental damage which occurred decades ago and was not known at such time, and in many cases policy 

limits were available for each year during which such occurrence policies were in place.  

The future impact of the various factors that contribute to the uncertainty in the loss reserving process is impossible to predict. There 

is potential for significant variation in the development of loss reserves, particularly for long-tailed classes of business and classes of 

business that are more vulnerable to economic or political risks.  

Reserving Process for Catastrophe Events  

The estimation of claims and claims expense reserves for catastrophes also comprises estimates of losses from reported claims and 

IBNR, primarily for damage to property. In general, our estimates for catastrophe reserves are determined on an event basis by 

considering various sources of available information, including specific loss estimates reported to us based on claim adjuster 

inspections, overall industry loss estimates, our internal data regarding exposures related to the geographical location of the event and 

estimates of potential subrogation recoveries. However, depending on the nature of the catastrophe, the estimation process can be 

further complicated by other impediments. For example, for hurricanes, other severe wind storms and wildfires, complications often 

include the inability of insureds to promptly report losses, delays in the ability of claims adjusting staff to inspect losses, difficulties in 

determining whether wind storm losses are covered by our homeowners policy (generally for damage caused by wind or wind driven 

rain) or are specifically excluded from coverage caused by flood, and challenges in estimating additional living expenses, assessing 

the impact of demand surge, exposure to mold or smoke damage and the effects of numerous other considerations. Another example is 

the complication of estimating the cost of business interruption coverage on commercial lines policies. Estimates for catastrophes 

which occur at or near the end of a financial reporting period may be even less reliable since we will have less claims data available 

and little time to complete our estimation process. In such situations, we may adapt our practices to accommodate the circumstances.  
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For events designated as catastrophes, we generally calculate IBNR reserves directly as a result of an estimated IBNR claim count and 

an estimated average claim amount for each event. Such an assessment involves a comprehensive analysis of the nature of the event, 

of policyholder exposures within the affected geographic area and of available claims intelligence. Depending on the nature of the 

event, available claims intelligence could include surveys of field claims associates within the affected geographic area, aerial 

photographs of the affected area, feedback from a catastrophe claims team sent into the area, as well as data on claims reported as of 

the financial statement date. In addition, loss emergence from similar historical events is compared to the estimated IBNR for our 

current catastrophe events to help assess the reasonableness of our estimates.  

Reserving Sensitivity Analysis  

The following discussion presents disclosure related to possible variation in net reserve estimates (i.e., net of estimated reinsurance 

recoverables) due to changes in key assumptions. This information is provided for illustrative purposes only. Many other assumptions 

may also lead to material reserve adjustments. If any such variations do occur, then they would likely occur over a period of several 

years and therefore their impact on our results of operations would be recognized during the same periods. It is important to note, 

however, that there is the potential for future variations greater than the amounts described below and for any such variations to be 

recognized in a single quarterly or annual period. No consideration has been given to potential correlation or lack of correlation among 

key assumptions or among lines of business and coverage as described below. As a result, and because there are so many other factors 

which affect our net reserve estimate, it would be inappropriate to take the amounts described below and simply add them together in 

an attempt to estimate volatility in total. While we believe these are reasonably possible scenarios, the reader should not consider the 

following sensitivity analysis as illustrative of a net reserve range.  

¶ Personal and Commercial Automobile Bodily Injury ï loss reserves recorded for bodily injury on voluntary business were 

$713.5 million as of December 31, 2019. A key assumption for bodily injury is the inflation rate underlying the estimated 

reserve. A five point change (e.g., 4% changed to 9% or -1%) in the embedded inflation rate would have changed total 

reserves by approximately $90 million, either positive or negative, respectively, at December 31, 2019.  

¶ Personal Automobile Personal Injury Protection Medical Payment ï loss reserves recorded for personal injury protection 

medical payment on voluntary business were $157.2 million as of December 31, 2019, of which approximately 95% 

relates to Michigan policies. A key assumption for this coverage is the inflation rate underlying the estimated reserve. 

Given the long reporting pattern for this line of business, an additional key assumption is the amount of additional 

development required to reach full maturity, thereby reflecting ultimate costs, as represented by the tail factor. A five 

point change in the embedded inflation rate and a one point change to the tail factor assumption (e.g., 2% changed to 1% 

or 3%) would have changed total reserves by approximately $52 million, either positive or negative, at December 31, 

2019.  

¶ Workersô Compensation ï loss reserves recorded for workersô compensation on voluntary business were $442.4 million as 

of December 31, 2019. A key assumption for workersô compensation is the inflation rate underlying the estimated reserve. 

Given the long reporting pattern for this line of business, an additional key assumption is the amount of additional 

development required to reach full maturity, thereby reflecting ultimate costs, as represented by the tail factor. A five 

point change in the embedded inflation rate and a one point change to the tail factor assumption would have changed total 

reserves by approximately $129  million, either positive or negative, at December 31, 2019.  

¶ Monoline and Multiple Peril General Liability ï loss reserves recorded for monoline and multiple peril general liability on 

voluntary business were $846.7 million as of December 31, 2019. A key assumption for monoline and multiple peril 

general liability is the implied adequacy of the underlying case reserves. A ten point change in case adequacy (e.g., 10% 

deficiency changed to 0% or 20% deficiency) would have changed total reserves by approximately $92 million, either 

positive or negative, at December 31, 2019.  

¶ Specialty Programs ï loss reserves recorded for Hanover Programs were $339.5 million as of December 31, 2019. Two 

key assumptions underlying the actuarial reserve analysis for specialty programs are the inflation rate underlying the 

estimated reserve for our commercial automobile liability, general liability and workersô compensation coverages, as well 

as the tail factor selection for workersô compensation. A five point change to the embedded inflation rate for the 

aforementioned coverages, and a one point change in the workersô compensation tail factor on Hanover Programs would 

have changed total reserves by approximately $54 million at December 31, 2019.  
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Carried Reserves and Reserve Rollforward 

The following table provides a reconciliation of the gross beginning and ending reserve for unpaid losses and loss adjustment 

expenses. 

 YEARS ENDED DECEMBER 31   2019     2018     2017   

(in millions)                         

Gross loss and LAE reserves, beginning of year   $ 5,304.1     $ 5,058.5     $ 4,660.0   

Reinsurance recoverable on unpaid losses     1,472.6       1,455.0       1,349.2   

Net loss and LAE reserves, beginning of year     3,831.5       3,603.5       3,310.8   

Net incurred losses and LAE in respect of losses occurring in:                         

Current year     2,893.0       2,733.5       2,579.8   

Prior year non-catastrophe development     (0.9 )     0.4       1.2   

Prior year catastrophe development     (27.5 )     (9.3 )     (1.4 ) 

Total incurred losses and LAE     2,864.6       2,724.6       2,579.6   

Net payments of losses and LAE in respect of losses occurring in:                         

Current year     1,315.4       1,232.3       1,203.8   

Prior years     1,301.1       1,264.3       1,083.1   

Total payments     2,616.5       2,496.6       2,286.9   

Net reserve for losses and LAE, end of year     4,079.6       3,831.5       3,603.5   

Reinsurance recoverable on unpaid losses     1,574.8       1,472.6       1,455.0   

Gross reserve for losses and LAE, end of year   $ 5,654.4     $ 5,304.1     $ 5,058.5   

The following table summarizes the gross reserve for losses and LAE by line of business. 

 DECEMBER 31   2019     2018     2017   

(in millions)                         

Commercial multiple peril   $ 1,122.0     $ 1,043.7     $ 963.5   

Workers' compensation     698.2       677.3       653.5   

Commercial automobile     427.0       399.6       380.2   

Other commercial lines:                         

Hanover Programs     512.9       492.0       475.4   

Management and professional liability     281.5       257.7       247.0   

Monoline general liability     265.5       246.6       231.8   

Umbrella     197.9       166.8       159.7   

Marine     95.9       99.5       117.3   

Surety     76.9       99.0       87.8   

Specialty industrial and commercial property     71.1       54.5       68.8   

Other lines     28.4       21.9       15.5   

Total other commercial lines     1,530.1       1,438.0       1,403.3   

Total Commercial Lines     3,777.3       3,558.6       3,400.5   

Personal automobile     1,645.1       1,532.8       1,471.7   

Homeowners and other personal     194.3       174.8       147.6   

Total Personal Lines     1,839.4       1,707.6       1,619.3   

Total Other Segment     37.7       37.9       38.7   

Total loss and LAE reserves   $ 5,654.4     $ 5,304.1     $ 5,058.5   

ñOther commercial lines ï Other linesò in the table above, is primarily comprised of fidelity and crime lines of business. Loss and 

LAE reserves in our ñTotal Other Segmentò relate to our run-off voluntary assumed reinsurance pools business. 

Prior Year Development 

Conditions and trends that have affected reserve development in the past will not necessarily recur in the future. As discussed under 

ñReserving Process Overviewò in the preceding section, our historical loss experience and loss development patterns are important 

factors in estimating loss reserves, however, they are not the only factors we evaluate to establish reserves. Therefore, a mechanical 

application of standard actuarial methodologies in projecting ultimate claims could result in materially different reserves to those held. 

Accordingly, it is not appropriate to extrapolate future favorable or unfavorable development based on amounts experienced in prior 

periods. 
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The following table summarizes prior year unfavorable (favorable) development by segment for the periods indicated: 

    2019     2018     2017   

(in millions)   

Loss 

&  
LAE      Catastrophe     Total     

Loss 

&  
LAE      Catastrophe     Total     

Loss 

&  
LAE      Catastrophe     Total   

Commercial Lines   $ (28.7 )   $ (24.6 )   $ (53.3 )   $ (34.1 )   $ (6.8 )   $ (40.9 )   $ (9.4 )   $ (1.4 )   $ (10.8 ) 

Personal Lines     26.6       (2.9 )     23.7       33.3       (2.5 )     30.8       9.4       ð       9.4   

Other Segment     1.2       ð       1.2       1.2       ð       1.2       1.2       ð       1.2   

Total prior year unfavorable 

   (favorable) development   $ (0.9 )   $ (27.5 )   $ (28.4 )   $ 0.4     $ (9.3 )   $ (8.9 )   $ 1.2     $ (1.4 )   $ (0.2 ) 

Catastrophe Loss Development 

In 2019, favorable catastrophe development was $27.5 million, primarily due to lower than expected losses related to the 2017 and 
2018 California wildfires, including the sale of subrogation rights on certain California wildfire losses, and the 2018 hurricane 
Florence. In 2018, favorable catastrophe development was $9.3 million, primarily due to lower than expected losses related to the 
2017 hurricanes Harvey, Irma and Maria and California wildfires. In 2017, favorable catastrophe development was $1.4 million, 
primarily due to lower than expected losses related to the 2016 hurricane Matthew. 

Loss and LAE Development, excluding catastrophes 

The following table provides a summary of unfavorable/(favorable) loss and LAE reserve development, excluding catastrophes. 

 YEARS ENDED DECEMBER 31   2019     2018     2017   

(in millions)                         

Commercial multiple peril   $ (6.6 )   $ (1.2 )   $ 2.5   

Workersô compensation     (32.6 )     (31.0 )     (9.1 ) 

Commercial automobile     6.4       23.2       2.5   

Other commercial lines:                         

Hanover Programs     24.6       18.2       (0.4 ) 

General liability     (7.8 )     (27.9 )     (1.9 ) 

Marine     (6.9 )     (4.7 )     1.8   

Surety     (4.1 )     (9.0 )     0.1   

Umbrella     2.8       0.6       (0.2 ) 

Other lines     (4.5 )     (2.3 )     (4.7 ) 

Total other commercial lines     4.1       (25.1 )     (5.3 ) 

Total Commercial Lines     (28.7 )     (34.1 )     (9.4 ) 

Personal automobile     22.0       15.0       3.7   

Homeowners and other personal lines     4.6       18.3       5.7   

Total Personal Lines     26.6       33.3       9.4   

Total Other Segment     1.2       1.2       1.2   

Total loss and LAE reserve development, excluding catastrophes   $ (0.9 )   $ 0.4     $ 1.2   

2019 Loss and LAE Development, excluding catastrophes 

In 2019, net favorable loss and LAE development, excluding catastrophes, was $0.9 million. Commercial Lines favorable 

development of $28.7 million was primarily due to lower than expected losses of $32.6 million within the workersô compensation line 

in accident years 2015 through 2018, and lower than expected losses in our commercial multiple peril line, primarily in accident years 

2015 through 2016, partially offset by higher than expected losses in our commercial automobile and other commercial lines. Higher 

than expected losses in the commercial automobile line was driven by higher bodily injury severity and personal injury protection in 

accident years 2016 through 2017.  Within other commercial lines, higher than expected losses of $24.6 million in Hanover Programs, 

primarily in accident years 2011, 2013, 2015, and 2017, was partially offset by lower than expected losses in our general liability, 

marine and surety lines. Personal Lines unfavorable development of $26.6 million was primarily due to higher than expected losses of 

$22.0 million in the personal automobile line, driven by bodily injury severity and personal injury protection in accident years 2016 

through 2017. In addition, Other Segment unfavorable development of $1.2 million was due to adverse loss trends in our run-off 

voluntary pools business, which includes asbestos and environmental reserves. 
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2018 Loss and LAE Development, excluding catastrophes 

In 2018, net unfavorable loss and LAE development, excluding catastrophes, was $0.4 million. Commercial Lines favorable 

development of $34.1 million was primarily due to lower than expected losses of $31.0 million within the workersô compensation line 

in accident years 2015 through 2017, and $25.1 million in other commercial lines, partially offset by higher than expected losses of 

$23.2 million in the commercial automobile line, driven by higher bodily injury severity in the 2014, 2016 and 2017 accident years. 

Within other commercial lines, lower than expected losses in our general liability lines, related to the 2014 through 2016 accident 

years, and our surety line in accident years 2015 and 2017, was partially offset by higher than expected losses in Hanover Programs, 

primarily in accident years 2010 through 2014. Personal Lines unfavorable development of $33.3 million was primarily due to higher 

than expected losses within the homeowners line in accident years 2015 through 2017, and in the personal automobile line, driven by 

bodily injury severity in the 2016 accident year and, to a lesser extent, the 2015 accident year. In addition, Other segment unfavorable 

development of $1.2 million was due to adverse loss trends in our run-off voluntary pools business which includes asbestos and 

environmental reserves. 

2017 Loss and LAE Development, excluding catastrophes 

In 2017, net unfavorable loss and LAE development, excluding catastrophes, was $1.2 million. Commercial Lines favorable 

development of $9.4 million was primarily due to lower than expected losses within the workersô compensation line in accident years 

2012 through 2016.  Personal Lines unfavorable development of $9.4 million was primarily due to higher than expected losses in 

homeowners for accident year 2016. In addition, Other segment unfavorable development of $1.2 million was due to higher than 

expected losses in our run-off voluntary pools business, which includes asbestos and environmental reserves. 

Asbestos and Environmental Reserves  

As of December 31, 2019, we have $37.9 million of net asbestos and environmental reserves, comprised of $8.4 million of direct 

reserves and $29.5 million of assumed reinsurance pool reserves. This compares to net reserves of $38.9 million and $39.8 million as 

of December 31, 2018 and 2017, respectively. Ending loss and LAE reserves for all direct business written by our property and 

casualty companies related to asbestos and environmental damage liability were $8.4 million, $8.9 million and $9.5 million, net of 

reinsurance of $17.6 million, $18.7 million and $20.2 million for the years ended December 31, 2019, 2018 and 2017, respectively. 

Activity for our direct asbestos and environmental reserves was not significant to our 2019, 2018 or 2017 financial results. As a result 

of our historical direct underwriting mix of Commercial Lines policies toward smaller and middle market risks, past asbestos and 

environmental damage liability loss experience has remained minimal in relation to our total loss and LAE incurred experience. 

Although we attempt to limit our exposures to asbestos and environmental damage liability through specific policy exclusions, we 

have been and may continue to be subject to claims related to these exposures. 

In addition to reserves we carry to cover exposure in our direct business, we have established gross and net loss and LAE reserves for 

assumed reinsurance pool business with asbestos and environmental damage liability of $29.5 million, $30.0 million and $30.3 million 

at December 31, 2019, 2018 and 2017, respectively. These reserves relate to pools in which we have terminated our participation; 

however, we continue to be subject to claims related to years in which we were a participant. Results of operations from these pools 

are included in our Other segment. A significant part of our pool reserves relates to our participation in the ECRA voluntary pool from 

1950 to 1982. In 1982, the pool was dissolved and since that time, the business has been in run-off. Our percentage of the total pool 

liabilities varied from 1% to 6% during these years. Our participation in this pool has resulted in average paid losses of approximately 

$2 million annually over the past ten years. 

We estimate our ultimate liability for asbestos, environmental and toxic tort liability claims, whether resulting from direct business, 

assumed reinsurance or pool business, based upon currently known facts, reasonable assumptions where the facts are not known, 

current law and methodologies currently available. Although these outstanding claims are not believed to be significant, their 

existence gives rise to uncertainty and are discussed because of the possibility that they may become significant. We believe that, 

notwithstanding the evolution of case law expanding liability in asbestos and environmental claims, recorded reserves related to these 

claims are adequate. Nevertheless, the asbestos, environmental and toxic tort liability reserves could be revised, and any such revisions 

could have a material adverse effect on our results of operations for a particular quarterly or annual period or on our financial position.  

Reinsurance  

See ñReinsuranceò in Item 1 ï Business for information on our reinsurance programs. 
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INVESTMENTS  

The investments discussion below excludes amounts relating to the operations of Chaucer. 

INVESTMENT RESULTS  

Net investment income before income taxes was as follows:  

 DECEMBER 31   2019     2018     2017   

(dollars in millions)                         

Fixed maturities   $ 232.4     $ 217.7     $ 205.8   

Limited partnerships     19.7       24.1       15.3   

Equity securities     16.3       17.0       18.0   

Mortgage loans     16.3       14.0       11.4   

Other investments     5.3       4.8       3.4   

Investment expenses     (8.7 )     (10.2 )     (10.0 ) 

Net investment income   $ 281.3     $ 267.4     $ 243.9   

Earned yield, fixed maturities     3.58 %     3.62 %     3.75 % 

Earned yield, total portfolio     3.65 %     3.74 %     3.75 % 

The increase in net investment income in 2019 was primarily due to the continued investment of operational cash flows and the 

investment of proceeds from the sale of Chaucer prior to their deployment, partially offset by lower limited partnership income and 

the impact of lower new money yields. In 2018, the increase in net investment income was primarily due to the investment of higher 

operational cash flows and higher limited partnership income, partially offset by the impact of lower fixed income new money yields. 

We expect average fixed income yields to continue to decline as new money rates remain lower than embedded book yields. 

INVESTMENT PORTFOLIO 

We held cash and investment assets diversified across several asset classes, as follows: 

 DECEMBER 31   2019     2018   

(dollars in millions)   

Carrying  

Value     

% of Total  

Carrying  
Value     

Carrying  

Value     

% of Total  

Carrying  
Value   

Fixed maturities, at fair value   $ 6,687.1       81.4 %   $ 6,161.5       74.1 % 

Equity securities, at fair value     575.7       7.0       464.4       5.6   

Mortgage and other loans     441.2       5.4       405.7       4.9   

Other investments     292.0       3.6       255.8       3.1   

Cash and cash equivalents     215.7       2.6       1,020.7       12.3   

Total cash and investments   $ 8,211.7       100.0 %   $ 8,308.1       100.0 % 

CASH AND INVESTMENTS  

Total cash and investments decreased $96.4 million, or 1.2%, for the year ended December 31, 2019, primarily attributable to $550 

million of accelerated share repurchases, shareholder dividend payments of $386 million, including special dividends of $289 million, 

and repayment of the Federal Home Loan Bank (ñFHLBò) debt and related prepayment fees of $151 million.  These decreases were 

partially offset by operational cash flows of approximately $536 million and market value appreciation of approximately $423 million.   
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The following table provides information about the investment types of our fixed maturities portfolio: 
DECEMBER 31   2019   

(in millions)                                 

Investment Type   

Amortized 

Cost     Fair Value     

Net 

Unrealized 
Gains     

Change in Net 

Unrealized for 
the Year   

U.S. Treasury and government agencies   $ 342.0     $ 349.8     $ 7.8     $ 12.6   

Foreign government     15.7       16.1       0.4       0.3   

Municipals:                                 

Taxable     765.7       790.9       25.2       17.8   

Tax-exempt     41.4       42.6       1.2       1.8   

Corporate     3,653.5       3,811.2       157.7       223.6   

Asset-backed:                                 

Residential mortgage-backed     905.4       921.4       16.0       28.0   

Commercial mortgage-backed     666.4       691.9       25.5       33.6   

Asset-backed     62.1       63.2       1.1       1.6   

Total fixed maturities   $ 6,452.2     $ 6,687.1     $ 234.9     $ 319.3   

The increase in net unrealized gains on fixed maturities was primarily due to lower prevailing interest rates and tighter credit spreads.  

Amortized cost and fair value by rating category were as follows: 

DECEMBER 31       2019     2018   

(dollars in millions) 
NAIC Designation   

Rating 

Agency 
Equivalent 
Designation   

Amortized 

Cost     Fair Value     

% of 

Total Fair  
Value     

Amortized 

Cost     Fair Value     

% of 

Total Fair  
Value   

1   Aaa/Aa/A   $ 4,373.0     $ 4,522.7       67.6 %   $ 4,297.7     $ 4,258.8       69.1 % 

2   Baa     1,785.2       1,857.6       27.8       1,636.7       1,601.0       26.0   

3   Ba     160.2       167.6       2.6       176.4       173.2       2.8   

4   B     130.2       135.2       2.0       120.0       113.8       1.9   

5   Caa and lower     2.0       2.2       ð       14.8       14.3       0.2   

6   In or near default     1.6       1.8       ð       0.3       0.4       ð   

Total fixed maturities   $ 6,452.2     $ 6,687.1       100.0 %   $ 6,245.9     $ 6,161.5       100.0 % 

Based on ratings by the National Association of Insurance Commissioners (ñNAICò), approximately 95% of the fixed maturity 

portfolio consisted of investment grade securities at December 31, 2019 and 2018. The quality of our fixed maturity portfolio remains 

strong based on ratings, capital structure position, support through guarantees, underlying security, issuer diversification and yield 

curve position.  

Our investment portfolio primarily consists of fixed maturity securities whose fair value is susceptible to market risk, including 

interest rate changes. See also ñQuantitative and Qualitative Disclosures about Market Riskò. Duration is a measurement used to 

quantify our inherent interest rate risk and analyze invested assets relative to our reserve liabilities. 

The duration of our fixed maturity portfolio was as follows: 

DECEMBER 31   2019     2018   

(dollars in millions) 
Duration   

Amortized 

Cost     Fair Value     

% of Total  

Fair Value     

Amortized 

Cost     Fair Value     

% of Total  

Fair Value   

0-2 years   $ 1,253.1     $ 1,276.0       19.1 %   $ 1,092.3     $ 1,101.5       17.9 % 

2-4 years     1,811.9       1,872.9       28.0       1,427.3       1,420.4       23.0   

4-6 years     1,841.2       1,917.0       28.7       1,831.2       1,801.4       29.2   

6-8 years     1,113.9       1,177.2       17.6       1,768.6       1,710.3       27.8   

8-10 years     316.2       322.2       4.8       57.5       59.7       1.0   

10+ years     115.9       121.8       1.8       69.0       68.2       1.1   

Total fixed maturities   $ 6,452.2     $ 6,687.1       100.0 %   $ 6,245.9     $ 6,161.5       100.0 % 

Weighted average duration             4.3                       4.5           

Our fixed maturity and equity securities are carried at fair value. Financial instruments whose value was determined using significant 

management judgment or estimation constituted less than 1% of the total assets we measured at fair value. See also Note 5 - ñFair 

Valueò in the Notes to Consolidated Financial Statements. 
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Equity securities primarily consist of U.S. income-oriented large capitalization common stocks and developed market equity index 

exchange-traded funds. 

Mortgage and other loans consist primarily of commercial mortgage loan participations, which represent our interest in commercial 

mortgage loans originated by a third-party. We share, on a pro-rata basis, in all related cash flows of the underlying mortgage loans, 

which are investment-grade quality and diversified by geographic area and property type.  

Other investments consist primarily of our interest in corporate middle market and real estate limited partnerships.  Corporate middle 

market limited partnerships may invest in senior or subordinated debt, preferred or common equity or a combination thereof, of 

middle market businesses.  Real estate limited partnerships invest in debt and/or equity of real properties. 

Investments in mortgage loan participations and limited partnerships are generally illiquid in nature. 

Although we expect to invest new funds primarily in investment grade fixed maturities, we have invested, and expect to continue to 

invest, a portion of funds in limited partnerships, common equity securities, below investment grade fixed maturities and other 

investment assets.  

We deposit funds with various state and governmental authorities. See Note 3 ï ñInvestmentsò in the Notes to Consolidated Financial 

Statements for additional information.  

OTHER-THAN-TEMPORARY IMPAIRMENTS 

For the years ended December 31, 2019, 2018 and 2017, we recognized in earnings $2.0 million, $4.6 million and $5.6 million, 

respectively, of other-than-temporary impairments (ñOTTIò). In 2019, OTTI consisted entirely of corporate fixed maturity securities. 

In 2018, OTTI consisted of $2.6 million on fixed maturities and $2.0 million on other invested assets.  In 2017, OTTI consisted of 

$2.0 million on other invested assets, $1.8 million on fixed maturities and $1.8 million on equity securities. 

The carrying values of fixed maturity securities on non-accrual status at December 31, 2019 and 2018 were not material. The effects 

of non-accruals compared with amounts that would have been recognized in accordance with the original terms of the fixed maturities 

for the years ended December 31, 2019, 2018 and 2017 were also not material. Any defaults in the fixed maturities portfolio in future 

periods may negatively affect investment income. 

UNREALIZED LOSSES   

Gross unrealized losses on fixed maturities at December 31, 2019 were $7.6 million, a decrease of $126.6 million compared to 

December 31, 2018, primarily attributable to lower prevailing interest rates and tighter credit spreads. At December 31, 2019, gross 

unrealized losses consisted primarily of $3.9 million on corporate fixed maturities, $1.3 million on U.S. government securities and 

$1.2 million on municipal securities. See also Note 3 ï ñInvestmentsò in the Notes to Consolidated Financial Statements. 

We view gross unrealized losses on fixed maturities as temporary since it is our assessment that these securities will recover in the 

near term, allowing us to realize their anticipated long-term economic value. Further, we do not intend to sell, nor is it more likely 

than not we will be required to sell, such debt securities before this expected recovery of amortized cost (see also ñLiquidity and 

Capital Resourcesò). Inherent in our assessment are the risks that market factors may differ from our expectations; the global economy 

reverts to recessionary trends; we may decide to subsequently sell a security for unforeseen business needs; or changes in the credit 

assessment from our original assessment may lead us to determine that a sale at the current value would maximize recovery on such 

investments. To the extent that there are such adverse changes, an OTTI would be recognized as a realized loss. Although unrealized 

losses on fixed maturities are not reflected in the results of financial operations until they are realized or deemed ñother-than-

temporaryò, the fair value of the underlying investment, which does reflect the unrealized loss, is reflected in our Consolidated 

Balance Sheets.  

The following table sets forth gross unrealized losses for fixed maturities by maturity period at December 31, 2019 and 2018. Actual 

maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations, with or without 

call or prepayment penalties, or we may have the right to put or sell the obligations back to the issuers. 

DECEMBER 31   2019     2018   

(in millions)                 

Due in one year or less     $                          ð     $ 0.3   

Due after one year through five years     1.1       20.2   

Due after five years through ten years     3.3       80.2   

Due after ten years     2.0       8.3   

      6.4       109.0   

Mortgage-backed and asset-backed securities     1.2       25.2   

Total fixed maturities   $ 7.6     $ 134.2   
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Our investment portfolio and shareholdersô equity can be significantly impacted by changes in market values of our securities. Market 
volatility could increase and defaults on fixed income securities could occur. As a result, we could incur additional realized and 
unrealized losses in future periods, which could have a material adverse impact on our results of operations and/or financial position.  

Monetary policies in developed economies remain accommodative amid signs of limited inflationary pressures and lower global 
economic activity.  Major central banks continue to closely monitor geo-political developments, conditions in global financial markets 
and the outlook for growth, and continue to demonstrate an ability and willingness to adjust monetary policy as required to provide 
liquidity, support growth and achieve inflation targets. In the United States, the Federal Reserve (the ñFedò) reduced its federal funds 
target range by 75 bps in 2019, including 25 bps during the fourth quarter of 2019, lowering its target range to 1.50% to 1.75%.  
Recent economic activity has slowed, although growth continues at a moderate rate, and the Fed continues to expect growth to remain 
solid, labor markets to stay strong, and inflation to move back up over time to its 2% objective. The Fed has communicated that in 
light of ongoing economic uncertainties and muted inflation pressures, it will continue to closely monitor the implications of incoming 
information and act appropriately to sustain the expansion.  The Fed indicated the downside risks to economic activity have eased 
slightly, but that risks to gross domestic product growth remain. Two significant factors being watched carefully are the trade/tariff 
negotiations between the United States and its various trade partners, and the negotiations between the U.K. and the European Union 
regarding Brexit. Should trade negotiations lead to a shift or break-down in global trade patterns or further weakening in foreign 
economic activity, there could be negative implications for certain issuers, sectors, or the economy at large. 

Fundamental conditions in the corporate sector generally remain sound. While we may experience defaults on fixed income securities, 
particularly with respect to non-investment grade debt securities, it is difficult to foresee which issuers, industries or markets will be 
affected. As a result, the value of our fixed maturity portfolio could change rapidly in ways we cannot currently anticipate, and we 
could incur additional realized and unrealized losses in future periods.  

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK  

INTEREST RATE SENSITIVITY 

The valuation of the investment portfolio is subject to risk resulting from interest rate fluctuations, which may adversely impact the 

valuation of the investment portfolio. In a rising interest rate environment, the value of the fixed maturity sector, which comprises 

approximately 81% of our investment portfolio, may decline as a result of decreases in the fair value of the securities. Our intent is to 

hold securities to maturity and recover the decline in valuation as prices accrete to par. However, our intent may change prior to 

maturity due to changes in the financial markets, our analysis of an issuerôs credit metrics and prospects or as a result of changes in 

cash flow needs. Interest rate fluctuations may also reduce net investment income and, as a result, profitability. The portfolio may 

realize lower yields and therefore lower net investment income on securities because securities with prepayment and call features may 

prepay at a different rate than originally projected. Also, funds may not be available to invest at higher interest rates.   

In a declining interest rate environment, prepayments and calls may increase as issuers exercise their option to refinance at lower rates. 

The resulting funds would be reinvested at lower yields. 

The following table illustrates the estimated impact on the fair value of our fixed maturity portfolio at December 31, 2019 and 2018 of 

hypothetical changes in prevailing interest rates, defined as changes in interest rates on U.S. Treasury debt. It does not reflect changes 

in credit spreads, liquidity spreads and other factors that also affect the value of securities. Since changes in prevailing interest rates 

are often accompanied by changes in these other factors, the reader should not assume that an actual change in interest rates would 

result in the values illustrated.  

 (dollars in millions)                                                         

INVESTMENT TYPE    +300bp     +200bp     +100bp     0     -100bp     -200bp     -300bp   

Residential mortgage-backed securities   $ 785     $ 830     $ 880     $ 921     $ 950     $ 965     $ 980   

Municipal securities     730       765       795       834       870       910       950   

All other fixed maturity securities     4,320       4,515       4,720       4,932       5,150       5,380       5,635   

Total December 31, 2019   $ 5,835     $ 6,110     $ 6,395     $ 6,687     $ 6,970     $ 7,255     $ 7,565   

Total December 31, 2018   $ 5,370     $ 5,620     $ 5,885     $ 6,162     $ 6,440     $ 6,710     $ 6,975   

Our overall investment strategy is intended to balance investment income with credit and interest rate risk, while maintaining 

sufficient liquidity and the opportunity for capital growth. The asset allocation process takes into consideration the types of business 

written and the level of surplus required to support our different businesses and the risk return profiles of the underlying asset classes. 

We look to balance the goals of capital preservation, net investment income stability, liquidity and total return. 
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The majority of our assets are invested in the fixed income markets. Through fundamental research and credit analysis, with a focus 

on value investing, our investment professionals seek to identify a portfolio of stable income-producing higher quality U.S. 

government, foreign government, municipal, corporate, residential and commercial mortgage-backed securities and asset-backed 

securities. We have a general policy of diversifying investments both within and across major investment and industrial sectors to 

mitigate credit and interest rate risk. We monitor the credit quality of our investments and our exposure to individual markets, 

borrowers, industries, sectors and, in the case of commercial mortgage-backed securities and commercial mortgage loan 

participations, property types and geographic locations. In addition, we currently carry debt that is subject to interest rate risk, which 

was issued at fixed interest rates between 4.50% and 8.207%. Current market conditions, in light of our risk tolerance, restrict our 

ability to invest fixed income assets at similar rates of return; therefore, earnings on a similar level of assets are not sufficient to cover 

current debt interest costs. 

EQUITY PRICE RISK  

Our equity securities portfolio is exposed to equity price risk arising from potential volatility in equity market prices. Portfolio 

characteristics are analyzed regularly and price risk is actively managed through a variety of techniques. A hypothetical increase or 

decrease of 10% in the market price of our equity securities would have resulted in an increase or decrease in the fair value of the 

equity securities portfolio of approximately $58 million at December 31, 2019 and $46 million at December 31, 2018, which amounts, 

after taxes, would be reported in net income.  

OTHER ITEMS  

Net income also included the following items: 
    YEARS ENDED DECEMBER 31   

(in millions)                                         

2019   

Commercial 

Lines     

Personal 

Lines     Other     

Discontinued 

Operations     Total   

Net realized and unrealized investment gains   $ 75.0     $ 33.4     $ 1.0     $ ð     $ 109.4   

Other non-operating items     (1.3 )     (1.2 )     (0.9 )     ð       (3.4 ) 

Discontinued operations - Chaucer business, including gain 

   on sale, net of taxes     ð       ð       ð       0.4       0.4   

Discontinued life businesses, net of taxes     ð       ð       ð       (4.3 )     (4.3 ) 

                                          
2018                                         

Net realized and unrealized investment losses   $ (35.5 )   $ (13.6 )   $ (1.6 )   $ ð     $ (50.7 ) 

Net loss from repayment of debt     (18.7 )     (7.6 )     (1.9 )     ð       (28.2 ) 

Discontinued operations - Chaucer business, including gain 

   on sale, net of taxes     ð       ð       ð       151.9       151.9   

Discontinued life businesses, net of taxes     ð       ð       ð       0.1       0.1   

                                          
2017                                         

Net realized investment gains (losses)   $ 17.7     $ 8.4     $ (5.0 )   $ ð     $ 21.1   

Other non-operating items     (5.6 )     (4.6 )     (0.1 )     ð       (10.3 ) 

Discontinued operations - Chaucer business, including gain 

   on sale, net of taxes     ð       ð       ð       (13.1 )     (13.1 ) 

Discontinued life businesses, net of taxes     ð       ð       ð       (16.8 )     (16.8 ) 

We manage investment assets for our Commercial Lines, Personal Lines and Other segments based on the requirements of our 

combined property and casualty companies. We allocate the investment income, expenses and realized gains and losses to our 

Commercial Lines, Personal Lines and Other segments based on actuarial information related to the underlying businesses. We 

managed investment assets separately for our former Chaucer business.  

Net realized and unrealized gains on investments were $109.4 million for 2019, compared to $50.7 million of net realized and 
unrealized losses for 2018 and $21.1 million of net realized gains for 2017. Net realized and unrealized gains in 2019 were primarily 
due to $106.5 million of appreciation in the fair value of our equity securities. Net realized and unrealized losses in 2018 were 
primarily due to $43.4 million of losses from the net change in fair value of equity securities that are required to be reflected in net 
income beginning in 2018, due to the implementation of ASU 2016-01 effective January 1, 2018. (See also Item O. ñNew Accounting 
Pronouncementsò in Note 1 ï ñSummary of Significant Accounting Policiesò in the Notes to Consolidated Financial Statements.) The 
change in the fair value of equity securities in both 2019 and 2018 resulted from prevailing market conditions. Additionally, in 2018 
we recognized $4.6 million of OTTI losses and $2.7 million of losses recognized from the sale of securities, primarily fixed maturities. 
Net realized gains in 2017 were primarily due to $26.6 million of gains recognized from the sale of securities, primarily equities, and 
to a lesser extent, fixed maturities. These gains were partially offset by $5.6 million of OTTI losses.  
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At December 31, 2018, we had informed the FHLB of our intent to repay a $125 million FHLB note due 2029 with a coupon of 5.5%, 
with settlement occurring on January 2, 2019. In the fourth quarter of 2018, we recorded a non-operating charge of $20.8 million 
after-taxes related to the pre-payment provision. Additionally, in 2018 we repurchased subordinated debentures with a net carrying 
value of $9.6 million at a cost of $11.5 million, resulting in a loss of $1.9 million. 

Included in ñother non-operating itemsò above in 2017 were $10.2 million of employee termination costs associated with a company-
wide expense savings initiative. 

Discontinued operations include our discontinued accident and health and life businesses as well as our former Chaucer operations. In 
2019, discontinued operations, in total, generated a net loss of $3.9 million, net of tax, primarily related to the long-term care pool in 
our discontinued accident and health business. In 2018, discontinued operations, in total, generated a gain of $152.0 million, net of 
tax, primarily related to the sale of the Chaucer business. In 2017, discontinued operations, in total, generated a loss of $29.9 million, 
net of tax, primarily related to the long-term care pool in our discontinued accident and health business and, to a lesser extent, the 
Chaucer business.  See also ñDiscontinued Operations ï Chaucer Businessò below and Note 2 ï ñDiscontinued Operationsò in the 
Notes to Consolidated Financial Statements.  

DISCONTINUED OPERATIONS - CHAUCER BUSINESS 

Gain on Sale of Chaucer Business 

On December 28, 2018, we completed the sale of Chaucer Holdings Limited to China Re and recognized a pre-tax gain on the sale of 

$174.4 million and an income tax expense of $42.5 million. THG paid customary transaction costs along with providing certain 

representations and warranties and agreeing to indemnify China Re for certain pre-sale contingent liabilities. 

The following table summarizes the components of the estimated gain in 2018 related to the sale of the Chaucer business as of 

December 28, 2018. As discussed below the table, both the pre-tax gain and income tax expense were updated in 2019. 

YEAR ENDED DECEMBER 31 
  2018   

(in millions)         

Initial consideration received from sale 
(1)   $ 779.0   

Adjustment
(1)     (17.0 ) 

Contingent proceeds 
(1) (2)     31.7   

Total cash proceeds expected from sale of Chaucer Holdings Limited
 (1)     793.7   

Less:         

Carrying value of Chaucer business 
(3)     530.0   

Transaction and other sale related costs 
(4)     30.6   

Net realized losses on securities, pension and currency translation obligations related to Chaucer business 
(5)     58.7   

Total pre-tax reductions     619.3   

Pre-tax gain on sale     174.4   

Income tax expense 
(6)     42.5   

Gain on sale   $ 131.9   

(1) Initial consideration for Chaucer Holdings Limited as determined in the sales and purchase agreement was $779 million.  This 

amount, along with $28 million in cash proceeds received from the sale of the Irish entity on February 14, 2019 and $13 million 

from the sale of the Australian entities on April 10, 2019, estimated contingent consideration of $31.7 million, and an 

$85 million pre-signing dividend from Chaucer that was received in the second quarter of 2018, results in expected total 

proceeds from the entire transaction of $936.7 million.  These amounts were partially offset by $17.0 million paid to China Re 

to adjust the purchase price for amounts received by the Company from Chaucer prior to December 28, 2018. 

(2) Contingent proceeds, as reflected in the sales and purchase agreement, may be up to $45 million and is determined based upon 

2018 catastrophe losses.  In 2018, our best estimate of contingent consideration was $31.7 million. 

(3) The carrying value of the Chaucer business reflects its U.S. GAAP book value at December 28, 2018, excluding $7.9 million of 

U.S.-related deferred tax assets that are no longer likely to be realized and therefore are reflected in the income tax expense 

category. 

(4) Transaction and other sale related costs primarily include brokerage, legal, actuarial, tax and other professional fees, employee 

retention costs, costs for the purchase of aggregate excess of loss catastrophe coverage in consideration of the contingent 

proceeds provision, along with certain other miscellaneous charges related to the execution of the transaction. 

(5) As part of the transaction, investments held by Chaucer were transferred to China Re resulting in the recognition of net realized 

investment losses that were previously reflected in accumulated other comprehensive income.  Additionally, Chaucerôs deferred 

pension obligations and currency translation obligations previously recognized in accumulated other comprehensive income 

were recognized as losses associated with the transaction.   

(6) The income tax expense represents the current tax obligation on the sale and the derecognition of deferred tax assets that are no 

longer likely to be realized. 
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Included in the previously recorded $174.4 million gain was $31.7 million of contingent proceeds, which were subject to change, 

based on development of Chaucerôs 2018 catastrophe losses. During the first half of 2019, Chaucer experienced unfavorable 

development on its 2018 catastrophe losses, primarily due to higher than expected losses for hurricane Michael, Typhoon Jebi and a 

Colombian dam construction loss. Accordingly, we updated and reduced our best estimate of pre-tax contingent proceeds by $9.7 

million. We received a cash payment of $22.0 million in final settlement of the contingent proceeds. 

In addition, we recognized an income tax charge of $1.2 million in 2019 related to new tax regulations that were issued on June 14, 

2019 by the U.S. Department of the Treasury, with an effective date retroactive to January 1, 2018. These new regulations 

retroactively changed the taxation of certain non-U.S. income. Although the impact of these regulations relates to the calculation of 

the income tax expense related to the sale of Chaucer, unlike the $42.5 million of income tax expense, noted above, that was reflected 

in discontinued operations, ASC 740, Income Taxes, prescribes that the effect of certain retroactive tax law changes be presented in 

continuing operations. Accordingly, we have presented this charge as a separate component of our non-operating items from 

continuing operations. (See also ñIncome Taxesò below). Additionally, in the third quarter of 2019, we recognized $3.4 million of tax 

benefits related to prior years. 

On February 14, 2019, we completed the sale of our Chaucer-related Irish entity and on April 10, 2019, we finalized the sale of the 

Australian entities, completing the transfer of all Chaucer-related companies. Collectively, these entities constituted the Chaucer 

business in 2018 and prior, whereas just the Irish and Australian entities comprised the Chaucer business reported in our results in 

2019, until their respective sales to China Re. The sale of the Irish entity provided total proceeds of $28 million and resulted in a pre-

tax gain of $0.4 million, with a related income tax benefit of $0.5 million. The sale of the Australian entities for total proceeds of $13 

million resulted in a pre-tax gain of $1.2 million and a related income tax expense of $0.1 million.  

Income from Operations of Chaucer Business 

The following table summarizes the results of operations for Chaucer for the periods indicated: 

 (in millions)   2018 (1)       2017     

Revenues                     

Net premiums earned   $ 850.0       $ 853.0     

Net investment income     54.9         52.0     

Other income     7.5         6.7     

      912.4         911.7     

Losses and operating expenses                     

Losses and LAE     515.5         549.5     

Amortization of deferred acquisition costs     252.5         245.9     

Other expenses     115.0         109.2     

      883.0         904.6     

Income from Chaucer business before income taxes and other items 

    (previously presented as Chaucer's operating income)     29.4         7.1     

Other items:                     

Interest expense     (3.8 )       (3.3 )   

Net realized and unrealized investment gains (losses)     (1.3 )       2.6     

Other income     0.4         2.2     

Income from Chaucer business before income taxes   $ 24.7       $ 8.6     

                      

Loss and LAE ratio:                     

Current accident year, excluding catastrophe losses     54.8   %     53.0   % 

Prior accident year reserve development, excluding catastrophe losses     (4.3 ) %     (4.0 ) % 

Current accident year catastrophe losses     12.1   %     18.2   % 

Prior accident year favorable catastrophe loss development     (2.0 ) %     (2.8 ) % 

Total loss and LAE ratio     60.6   %     64.4   % 

Expense ratio     42.5   %     40.9   % 

Combined ratio     103.1   %     105.3   % 

(1) 2018 reflects the results of operations for the period in which we owned Chaucer, which concluded with the sale of the Chaucer 

business on December 28, 2018. 
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Twelve months ended December 31, 2019 

Revenues from the portion of the Chaucer business remaining after the sale of the U.K. entities in 2018 was $6.7 million during the 

year ended December 31, 2019. Pre-tax operating losses in this business totaled $0.5 million during the same period, whereas this 

business provided after-tax income of $1.6 million for the year ended December 31, 2019. Income from the Chaucer business in the 

year ended December 31, 2019 included a $2.0 million benefit related to a decrease in an uncertain tax position due to the expiration 

of the statute of limitations. 

2018 Compared to 2017 

Chaucerôs net premiums earned were $850.0 million for the year ended December 31, 2018, compared to $853.0 million for the year 
ended December 31, 2017, a decrease of $3.0 million, or 0.4%. This was primarily due to a planned increase in the use of ceded 
reinsurance, as a result of current market conditions, partially offset by new business growth in the casualty line.  

Chaucerôs income before income taxes for the year ended December 31, 2018 was $24.7 million, compared to $8.6 million for the 
year ended December 31, 2017, an improvement of $16.1 million. This increase is primarily due to lower catastrophe losses. 
Catastrophe losses for the year ended December 31, 2018 were $85.8 million, compared to $131.1 million for the year ended 
December 31, 2017, a decrease of $45.3 million. Chaucerôs income before taxes, excluding catastrophes, was $110.5 million in the 
year ended December 31, 2018, compared to $139.7 million for the year ended December 31, 2017. This $29.2 million decline was 
primarily due to higher non-catastrophe current accident year large losses and higher expenses, primarily driven by higher brokerage 
costs due to a change in business mix  

INCOME TAXES  

We are subject to the tax laws and regulations of the U.S. and foreign countries in which we operate. We file a consolidated U.S. 

federal income tax return that includes our holding company and its U.S. subsidiaries. Generally, taxes are accrued at the U.S. 

statutory tax rate for income from the U.S. operations. In December 2017, the U.S. statutory rate decreased from 35% to 21%, 

effective January 1, 2018. Our primary non-U.S. jurisdiction was the U.K., until the sale of our Chaucer business, completed on April 

10, 2019, with the final sale of the Australian entities. The U.K. statutory tax rate was 19% during the period 2017 through 2018.  We 

accrue taxes on certain non-U.S. income that is subject to U.S. tax at the enacted U.S. tax rate. Foreign tax credits, where available, are 

utilized to offset U.S. tax as permitted. 

The provision for income taxes from continuing operations was an expense of $93.1 million, $43.5 million, and $76.8 million in 2019, 

2018 and 2017, respectively. These amounts resulted in consolidated effective tax rates of 17.8%, 15.4% and 26.2% on pre-tax income 

for 2019, 2018 and 2017, respectively. The provisions in 2019, 2018, and 2017 reflect benefits related to tax planning strategies 

implemented in prior years of $14.8 million, $9.2 million, and $12.7 million, respectively. The provisions in 2019, 2018 and 2017 also 

included excess tax benefits related to stock-based compensation of $3.0 million, $2.3 million and $5.3 million, respectively. The 

provision for 2019 includes a charge of $1.2 million, which relates to the aforementioned changes in the tax law related to the 2018 

sale of Chaucer. The provision for 2018 reflects a tax benefit related to prior years of $4.3 million primarily resulting from a $40.0 

million contribution to our U.S. pension plan made in September 2018 and reflected as a deduction in our 2017 U.S. income tax return 

at the then higher statutory tax rate. Lastly, the provision for the 2017 tax year further reflects a tax benefit of $3.9 million related to 

the revaluation of our net deferred tax liabilities as a result of the enactment of the Tax Cuts and Jobs Act (ñTCJAò, ñU.S. Tax 

Reformò or ñthe Actò). See the discussion of the new tax law, ñU.S. Tax Reformò, below. Absent these items, the provision for 

income taxes for 2019, 2018 and 2017 would have been expenses of $109.7 million, $59.3 million and $98.7 million, respectively, or 

21.0% for 2019 and 2018 and 33.7% for 2017. The lower effective tax rate in 2019 and 2018 is primarily due to the aforementioned 

2018 decrease in the U.S. statutory rate. 

The income tax provision on operating income was an expense of $84.5 million, $69.3 million and $89.5 million for 2019, 2018 and 

2017, respectively. These provisions resulted in effective tax rates for operating income of 20.3%, 19.2% and 31.7% in 2019, 2018 

and 2017, respectively. The provisions for 2019, 2018 and 2017 reflect the aforementioned excess tax benefits related to stock-based 

compensation. In addition, the 2018 provision included the aforementioned tax benefit related to prior years of $4.3 million. Absent 

these items, the provision for income taxes for 2019, 2018 and 2017 would have been expenses of $87.5 million, $75.9 million and 

$94.8 million, or 21.0% for 2019 and 2018 and 33.6% for 2017.   

The income tax provision on our former Chaucer business was an expense of $4.7 million and $21.7 million for 2018 and 2017, 

respectively.  The provision for 2017 reflects a one-time expense of $26.2 million related to the enactment of the TCJA. This expense 

included a revaluation of our net deferred tax assets and the recognition of federal income tax on previously untaxed earnings from 

foreign operations of $13.5 million and $12.7 million, respectively. Absent these items, the provision for income tax for 2017 would 

have been a benefit of $4.5 million. 

The 2018 income tax provision on the gain from the disposal of Chaucer business was an expense of $42.5 million. This provision 

includes a write off of $8.0 million of deferred tax assets primarily attributable to Lloydôs underwriting losses.   
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During 2019, we recorded a decrease in our uncertain tax position of $2.0 million due to the expiration of a statute of limitations. The 

release of uncertain tax position was recorded as a benefit in the Chaucer discontinued business. During 2017, we recorded an increase 

to our uncertain tax positions of $0.9 million related to the recognition of federal income taxes on previously untaxed earnings from 

foreign operations. This amount is partially offset by a decrease in our uncertain tax positions of $0.6 million due to the expiration of a 

statute of limitation, for a net change of $0.3 million. We are subject to U.S. federal and state examinations and foreign examinations 

for years after 2015. There are no ongoing audits on our open tax years. 

In prior years, we completed several transactions which resulted in the realization, for tax purposes only, of unrealized gains in our 

investment portfolio. As a result of these transactions, we were able to realize capital losses carried forward and release the valuation 

allowance recorded against the deferred tax asset related to those losses.  The releases of valuation allowances were recorded as a 

benefit in accumulated other comprehensive income.  Previously unrealized benefits of $14.8 million, $9.2 million and $12.7 million 

attributable to non-operating income, are recognized as part of our income from continuing operations during 2019, 2018 and 2017, 

respectively. The remaining amount of $20.8 million in accumulated other comprehensive income will be released into income from 

continuing operations in future years, as the investment securities subject to these transactions are sold or mature.  

U.S. TAX REFORM 

On December 22, 2017, the TCJA was enacted in the U.S.  The Act substantially changed many aspects of the U.S. Tax Code, 

including reducing the U.S. corporate income tax rate from 35% to 21%.  While the new corporate rate was effective on January 1, 

2018, we recognized the impact of the rate change on our deferred tax balances as of the enactment date.  The effect of this re-

measurement of our deferred tax balances is a provision of $9.4 million for the year ended December 31, 2017. This provision is 

recorded as a component of income tax expense in continuing operations and within discontinued operations as a component of 

income from Chaucer business. A tax benefit of $4.1 million was recognized in continuing operations and an expense of $13.5 million 

was recognized in discontinued operations. This amount includes the revaluation of deferred taxes initially recorded through other 

comprehensive income and recorded through discontinued operations, such as unrealized appreciation on investments, employee 

benefit plan-related items, foreign currency translation adjustments and reserve adjustments for discontinued business.  Deferred taxes 

related to the revaluation of our pension plans at December 31, 2017, as well as changes in unrealized gains and losses occurring after 

the Actôs enactment date, are recorded at 21% in other comprehensive income.  

The Act also created a territorial tax system, which will generally allow companies to repatriate future non-U.S. sourced earnings 

without incurring additional U.S. taxes, by providing a 100% exemption on dividends received from certain non-U.S. subsidiaries.  

Although most of our non-U.S. income had been previously subject to U.S. taxes, a portion of our non-U.S. income had been 

indefinitely reinvested overseas and was not subject to U.S. tax until repatriated. These non-U.S. earnings are now subject to a one-

time mandatory toll charge totaling $12.7 million, which is recorded within discontinued operations as a component of income tax 

expense related to the Chaucer business for the year ended December 31, 2017. 

In addition, the Act limited various existing deductions such as executive compensation and introduced new income taxes on certain 

low-taxed non-U.S. income.  Under the Act, the exemption from the $1 million limitation on certain executive compensation has been 

eliminated.  As a result, we have recognized a provision of $0.2 million for the year ended December 31, 2017. 

The cumulative effect of the enactment of TCJA is an expense of $22.3 million for the year ended December 31, 2017, comprising the 

aforementioned three components.  Our estimates are not based upon provisional amounts, as defined in the SECôs Staff Accounting 

Bulletin No. 118.   

CRITICAL ACCOUNTING ESTIMATES  

The discussion and analysis of our financial condition and results of operations are based upon our consolidated financial statements. 

These statements have been prepared in accordance with U.S. GAAP, which requires us to make estimates and assumptions that affect 

the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements 

and the reported amount of revenues and expenses during the reporting period. Actual results could differ from those estimates. The 

following critical accounting estimates are those which we believe affect the more significant judgments and estimates used in the 

preparation of our financial statements. Additional information about other significant accounting policies and estimates may be found 

in Note 1ðñSummary of Significant Accounting Policiesò in the Notes to Consolidated Financial Statements.  

RESERVE FOR LOSSES AND LOSS EXPENSES  

See ñReserve for Losses and Loss Adjustment Expensesò within ñResults of Operations ï Segmentsò for a discussion of our critical 

accounting estimates for loss reserves.  

REINSURANCE RECOVERABLE BALANCES  

See ñReinsurance Recoverablesò in Part I ï Item 1 for information on our reinsurance recoverable balances. 
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PENSION BENEFIT OBLIGATIONS  

We currently have a qualified defined benefit plan and several smaller nonïqualified benefit plans. Additionally, we held a defined 

benefit pension plan for our international subsidiary, Chaucer, until its sale on December 28, 2018. Accordingly, this discussion 

focuses on our domestic plans only. In order to measure the liabilities and expense associated with these plans, we must make various 

estimates and key assumptions, including discount rates used to value liabilities, assumed rates of return on plan assets, employee 

turnover rates and anticipated mortality rates. These estimates and assumptions are reviewed at least annually and are based on our 

historical experience, as well as current facts and circumstances. In addition, we use outside actuaries to assist in measuring the 

expenses and liabilities associated with our defined benefit pension plan.  

Two significant assumptions used in the determination of benefit plan obligations and expenses that are dependent on market factors, 
which have been subject to a greater level of volatility in recent years, are the discount rate and the return on plan asset assumptions. 
The discount rate enables us to state expected future benefit payments as a present value on the measurement date. We also use this 
discount rate in the determination of our pre-tax pension expense or benefit. A lower discount rate increases the present value of 
benefit obligations and increases pension expense. We determined our discount rate for the domestic plan utilizing independent yield 
curves which provide for a portfolio of high quality bonds that are expected to match the cash flows of our pension plans. Bond 
information used in the yield curve included only those rated Aa or better as of December 31, 2019 and 2018, respectively, and had 
been rated by at least two well-known rating agencies. The discount rates used to value liabilities in our qualified pension plans were 
3.75% and 4.50% as of December 31, 2019 and 2018, respectively. 

To determine the expected long-term return on plan assets, we generally consider historical mean returns by asset class for passive 

indexed strategies, as well as current and expected asset allocations, and adjust for certain factors that we believe will have an impact 

on future returns. Actual returns on plan assets in any given year seldom result in the achievement of the expected rate of return on 

assets. Actual returns on plan assets in excess of these expected returns will generally reduce our net actuarial losses (or increase 

actuarial gains) that are reflected in the accumulated other comprehensive income balance in shareholdersô equity, whereas actual 

returns on plan assets that are less than expected returns will generally increase our net actuarial losses (or decrease actuarial gains) 

that are reflected in accumulated other comprehensive income. These gains or losses are amortized into expense in future years. In 

2019, we changed our asset allocation for our U.S. qualified plan from approximately 85% fixed maturities and 15% equities to 

approximately 90% fixed maturities and 10% equities.  

The expected return on asset assumption was 5.50% and 4.75% in 2019 and 2018, respectively. Asset returns are reflected net of 

administrative expenses. 

Net actuarial gains related to the domestic qualified plan of $20.5 million and losses of $19.9 million were reflected as changes to 

accumulated other comprehensive income in 2019 and 2018, respectively. Net actuarial gains in 2019 resulted from net investment 

gains during the year, as well as favorable mortality experience, partially offset by the aforementioned decrease in the discount rate. 

Net actuarial losses in 2018 resulted primarily from investment losses experienced during the year, partially offset by increases in the 

discount rate. In 2019 and 2018, amortization of actuarial losses from prior years was $11.1 million and $8.6 million, respectively.  

Expenses related to our defined benefit plan are generally calculated based upon information available at the beginning of the plan 

year. Our pre-tax expense related to our domestic qualified defined benefit plan was $7.6 million and $6.5 million for 2019 and 2018, 

respectively. As a result of favorable market returns in 2019, a $10.0 million contribution into the qualified benefit plan and favorable 

mortality experience for which decreases in the discount rate only partially offset the favorable investment experience during the year, 

our pension expense related to our domestic qualified defined benefit plan is expected to decrease from $7.6 million in 2019 to $0.3 

million in 2020. 

Holding all other assumptions constant, sensitivity to changes in our key assumptions related to our qualified defined pension plan is 

as follows: 

  (in millions)         

Discount Rate -         

25 basis point increase         

Change in Benefit Obligation   $ (9.6 ) 

Change in 2019 Expense     (1.2 ) 

25 basis point decrease         

Change in Benefit Obligation     10.0   

Change in 2019 Expense     1.2   

Expected Return on Plan Assets -         

25 basis point increase         

Change in 2019 Expense     (1.2 ) 

25 basis point decrease         

Change in 2019 Expense     1.2   
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DEFERRED TAXES  

Deferred tax assets and liabilities primarily result from temporary differences between the amounts recorded in our consolidated 

financial statements and the tax basis of our assets and liabilities and loss and tax credit carryforwards. These temporary differences 

are measured at the balance sheet date using enacted tax rates expected to apply to taxable income in the years the temporary 

differences are expected to reverse. 

The realization of deferred tax assets depends upon the existence of sufficient taxable income within the carryback or carryforward 

periods under the tax law in the applicable tax jurisdiction. Consideration is given to available positive and negative evidence, 

including reversals of deferred tax liabilities, projected future taxable income in each tax jurisdiction, tax planning strategies and 

recent financial operations. Valuation allowances are established if, based on the weight of available information, it is more likely than 

not that all or some portion of the deferred tax assets will not be realized. The determination of the valuation allowance for our 

deferred tax assets requires management to make certain judgments and assumptions. Our judgments and assumptions are subject to 

change given the inherent uncertainty in predicting future performance and specific industry and investment market conditions. 

Changes in valuation allowances are generally reflected in income tax expense or as an adjustment to other comprehensive income, 

depending on the nature of the item for which the valuation allowance is being recorded. 

The following are the components of our deferred tax assets and liabilities as of December 31, 2019.  

 DEFERRED TAX ASSETS (LIABILITIES)    Amount   

(in millions)         

Loss, LAE and unearned premium reserves, net   $ 139.9   

Employee benefit plan     7.6   

Deferred acquisition costs     (98.1 ) 

Investments, net     (87.9 ) 

Software capitalization     (21.0 ) 

Other, net     7.7   

Total   $ (51.8 ) 

As of December 31, 2019, we did not have a valuation allowance and believe it is more likely than not that the remaining deferred tax 

assets will be realized.  

STATUTORY SURPLUS OF INSURANCE SUBSIDIARIES 

The following table reflects statutory surplus for our insurance subsidiaries: 

 DECEMBER 31   2019     2018   

(in millions)                 

Total Statutory Capital and Surplus   $ 2,470.2     $ 2,172.5   

The statutory capital and surplus for our insurance subsidiaries increased $297.7 million during 2019, primarily due to approximately 

$340 million of income and approximately $92 million in unrealized gains on investments, net of tax, primarily offset by a $140 

million dividend paid by Hanover Insurance to THG.  

The NAIC prescribes an annual calculation regarding risk based capital (ñRBCò). RBC ratios for regulatory purposes, as described in 

the glossary, are expressed as a percentage of the capital required to be above the Authorized Control Level (the ñRegulatory Scaleò); 

however, in the insurance industry, RBC ratios are widely expressed as a percentage of the Company Action Level. The following 

table reflects the Company Action Level, the Authorized Control Level and RBC ratios for Hanover Insurance (which includes 

Citizens and other insurance subsidiaries), as of December 31, 2019 and 2018, expressed both on the Industry Scale (Total Adjusted 

Capital divided by the Company Action Level) and Regulatory Scale (Total Adjusted Capital divided by Authorized Control Level): 

(dollars in millions)                                 

DECEMBER 31, 2019   

Company 

Action 
Level     

Authorized 

Control 
Level     

RBC Ratio 

Industry 
Scale     

RBC Ratio 

Regulatory 
Scale   

The Hanover Insurance Company   $ 1,063.7     $ 531.8       231 %     463 % 

                                  
DECEMBER 31, 2018                                 

The Hanover Insurance Company   $ 1,036.8     $ 518.4       209 %     417 % 
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LIQUIDITY AND CAPITAL RESOURCES  

Liquidity is a measure of our ability to generate sufficient cash flows to meet the cash requirements of business operations. As a 

holding company, our primary ongoing source of cash is dividends from our insurance subsidiaries. However, dividend payments to 

us by our insurance subsidiaries are subject to limitations imposed by regulators, such as prior notice periods and the requirement that 

dividends in excess of a specified percentage of statutory surplus or prior yearôs statutory earnings receive prior approval (so called 

ñextraordinary dividendsò). Hanover Insurance paid $140.0 million in dividends to the holding company in both 2019 and 2018. In 

2017, Hanover Insurance paid $296.8 million in dividends to the holding company, which included $80.0 million of extraordinary 

dividends. 

Sources of cash for our insurance subsidiaries primarily consist of premiums collected, investment income and maturing investments. 

Primary cash outflows are paid claims, loss reserves, policy and contract acquisition expenses, other underwriting expenses and 

investment purchases. Cash outflows related to loss reserves can be variable because of uncertainties surrounding settlement dates for 

liabilities for unpaid losses and because of the potential for large losses, either individually or in the aggregate. We periodically adjust 

our investment policy to respond to changes in short-term and long-term cash requirements.  

Net cash provided by operating activities was $602.9 million during 2019, as compared to $551.3 million during 2018 and $704.6 

million in 2017. During 2019, the $51.6 million increase in cash provided was primarily the result of an increase in premiums 

collected, partially offset by higher loss payments. During 2018, the $153.3 million decrease in cash provided was primarily the result 

of higher loss payments, the contribution made to the qualified defined benefit plan and taxes paid, partially offset by an increase in 

premiums collected.   

Net cash used in investing activities was $311.9 million during 2019, as compared to net cash provided of $271.3 million during 2018 

and $506.3 million used in 2017. During 2019, cash used in investing activities primarily related to net purchases of fixed maturities 

and, to a lesser extent, equity securities and other investments. During 2018, cash provided by investing activities primarily related to 

net proceeds received from the sale of Chaucer. These proceeds were partially offset by net purchases of fixed maturities, commercial 

mortgage loan participations, and other investments. During 2017, cash used in investing activities primarily related to net purchases 

of fixed maturities, commercial mortgage loan participations, and other investments. 

Net cash used in financing activities was $1,099.3 million during 2019, as compared to $171.0 million during 2018 and $111.7 million 

in 2017. During 2019, cash used in financing activities primarily resulted from repurchases of common stock through three accelerated 

share repurchase (ñASRò) agreements, the payments of two special dividends in addition to regular quarterly dividends to 

shareholders, and the repayment of the FHLB advances. (See further discussion below for additional information regarding the special 

dividend, the ASR agreements and the repayment of the FHLB advances). During 2018, cash used in financing activities primarily 

resulted from the payment of dividends to shareholders and repurchases of common stock. During 2017, cash used in financing 

activities primarily resulted from the payment of dividends to shareholders and repurchases of common stock, partially offset by cash 

inflows related to option exercises.   

Dividends to common shareholders are subject to quarterly board approval and declaration. During 2019, our Board declared 

dividends that totaled $195.0 million. This included three quarterly dividends of $0.60 per share and one quarterly dividend of $0.65 

per share, as well as a special dividend declared in December 2019 of $2.50 per share, or approximately $96 million. In addition to 

these dividends, in January 2019, we also paid a special dividend of $4.75 per share, that had been declared on December 30, 2018, 

totaling $192.6 million. We believe that our holding company assets are sufficient to provide for future shareholder dividends, should 

the Board of Directors declare them. 

At December 31, 2019, THG, as a holding company, held approximately $340.7 million of fixed maturities and cash. We believe our 

holding company assets will be sufficient to meet our current year obligations, which we expect to consist primarily of quarterly 

dividends to our shareholders (as and to the extent declared), interest on our senior and subordinated debentures, certain costs 

associated with benefits due to our former life employees and agents, and, to the extent required, payments related to indemnification 

of liabilities associated with the sale of various subsidiaries. As discussed below, we have, and opportunistically may continue to, 

repurchase our common stock and debt. We do not expect that it will be necessary to dividend additional funds from our insurance 

subsidiaries in order to fund 2020 holding company obligations; however, we may decide to do so. 

We expect to continue to generate sufficient positive operating cash to meet all short-term and long-term cash requirements relating to 

current operations, including the funding of our qualified defined benefit pension plan. During 2019, we contributed $10 million to our 

qualified defined benefit pension plan. We believe that this plan is essentially fully funded. The ultimate payment amounts for our 

benefit plan is based on several assumptions, including but not limited to, the rate of return on plan assets, the discount rate for benefit 

obligations, mortality experience, interest crediting rates, inflation and the ultimate valuation and determination of benefit obligations. 

Since differences between actual plan experience and our assumptions are almost certain, changes, both positive and negative, to our 

current funding status and ultimately our obligations in future periods are likely.  
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Our insurance subsidiaries maintain a high degree of liquidity within their respective investment portfolios in fixed maturity and short-

term investments. We believe that the quality of the assets we hold will allow us to realize the long-term economic value of our 

portfolio, including securities that are currently in an unrealized loss position. We do not anticipate the need to sell these securities to 

meet our insurance subsidiariesô cash requirements since we expect our insurance subsidiaries to generate sufficient operating cash to 

meet all short-term and long-term cash requirements relating to current operations. However, there can be no assurance that 

unforeseen business needs or other items will not occur causing us to have to sell those securities in a loss position before their values 

fully recover, thereby causing us to recognize impairment charges in that time period.  

The Board of Directors authorized a stock repurchase program which provides for aggregate repurchases of our common stock of up 

to $900 million, including a $300 million increase to the program on December 5, 2019. Under the repurchase authorization, we may 

repurchase, from time to time, common shares in amounts, at prices and at such times as we deem appropriate, subject to market 

conditions and other considerations. Repurchases may be executed using open market purchases, privately negotiated transactions, 

accelerated repurchase programs or other transactions. We are not required to purchase any specific number of shares or to make 

purchases by any certain date under this program. On January 2, 2019, pursuant to the terms of an accelerated share repurchase 

(ñASRò) agreement executed on December 30, 2018 (the ñDecember 2018 ASRò), we paid $250.0 million in exchange for 

approximately 2.1 million shares of our common stock. In accordance with its terms, this agreement terminated on June 28, 2019. 

Also on June 28, 2019, pursuant to the terms of a second ASR agreement (the ñJune ASRò), we paid $150.0 million in exchange for 

approximately 1.1 million shares of our common stock. In accordance with its terms, the June ASR terminated on October 28, 2019. 

On December 9, 2019, pursuant to the terms of a third ASR agreement (the ñDecember 2019 ASRò) we paid $150.0 million in 

exchange for shares of our common stock. Under the terms of the December 2019 ASR, we received an initial delivery of 

approximately 0.9 million shares of our common stock, which is approximately 80% of the total number of shares expected to be 

received under this agreement. Final settlement of the December 2019 ASR is expected to occur not later than March 25, 2020. During 

2019, in total we repurchased approximately 4.2 million shares at a cost of $563.6 million. 

From time to time, we may repurchase our debt on an opportunistic basis. On January 2, 2019, we repaid $125 million of our FHLB 

advances that were due 2029 and had an interest rate of 5.5%, along with related prepayment fees of $26 million which were 

recognized as a non-operating charge in 2018. We maintain our membership in FHLB which provides us with access to additional 

liquidity; the amount of such liquidity is based on our holdings of FHLB stock and pledged collateral. At December 31, 2019, we had 

additional borrowing capacity of $86.7 million. There were no borrowings outstanding under this short-term facility at December 31, 

2019; however, we have borrowed and may continue to borrow, from time to time, through this facility to provide short-term liquidity. 

On April 30, 2019, we entered into a new credit agreement that provides for a five-year unsecured revolving credit facility not to 

exceed $200.0 million at any one time outstanding, with the option to increase the facility up to $300.0 million, (assuming no default 

and satisfaction of other specified conditions, including the receipt of additional lender commitments). The agreement also includes an 

uncommitted subfacility of $50.0 million for standby letters of credit. Borrowings, if any, under this new agreement are unsecured and 

incur interest at a rate per annum equal to, at our election, either (i) the greater of, (a) the prime commercial lending rate of the 

administrative agent, (b) the NYFRB Rate plus half a percent, or (c) the one month Adjusted LIBOR plus one percent and a margin 

that ranges from 0.25% to 0.625% depending on our debt rating, or (ii) Adjusted LIBOR for the applicable interest period, plus a 

margin that ranges from 1.25% to 1.625% depending on our debt rating. The agreement also contains certain financial covenants such 

as maintenance of specified levels of consolidated equity and leverage ratios, and requires that certain of our subsidiaries maintain 

minimum RBC ratios. Concurrent with our entry into this agreement, we voluntarily terminated our existing $200.0 million credit 

agreement, dated November 12, 2013. We currently have no borrowings under the new agreement and had no borrowings under the 

previous agreement during 2019. The LIBOR rate, upon which Adjusted LIBOR is based, is expected to be discontinued by the end of 

2021. Our credit agreement permits us to agree with the Administrative Agent for the credit facility on a replacement to Adjusted 

LIBOR subject to the satisfaction of certain conditions.  

At December 31, 2019, we were in compliance with the covenants of our debt and credit agreements. 
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CONTRACTUAL OBLIGATIONS  

Financing obligations generally include repayment of our senior debentures, subordinated debentures and lease payments. The 

following table represents our annual payments related to the contractual principal and interest payments of these financing 

obligations as of December 31, 2019, unless otherwise noted, and lease payments reflect expected cash payments based upon active 

lease terms. It is expected that in the normal course of business, leases that expire will generally be renewed or replaced by leases on 

similar property and equipment. In addition, we also have included our estimated payments related to our loss and LAE obligations 

and our current expectation of payments to be made to support the obligations of our benefit plans. The following table also includes 

commitments to purchase investment securities at a future date. Actual payments may differ from the contractual and/or estimated 

payments in the table.  

 

DECEMBER 31, 2019   

Maturity less 

than 1 year     

Maturity  

1-3 years     

Maturity  

4-5 years     

Maturity in  

excess of 
5 years     Total   

(in millions)                                         

Debt 
(1)   $ ð     $ ð     $ ð     $ 662.7     $ 662.7   

Interest associated with debt 
(1)     36.9       73.8       73.8       354.0       538.5   

Lease commitments
 (2)     15.1       20.4       8.2       1.0       44.7   

Defined benefit pension and post-retirement benefit 
   obligation 

(3)     4.0       7.6       6.8       14.2       32.6   

Investment commitments
 (4)     83.0       90.0       35.0       ð       208.0   

Loss and LAE obligations 
(5)     1,740.7       1,702.1       712.1       1,499.5       5,654.4   

(1) Debt in the maturity in excess of 5 years category includes our senior debentures due in 2025, which pay annual interest at a rate 

of 7.625%, our senior debentures due in 2026, which pay annual interest at a rate of 4.50%, our subordinated debentures due in 

2027, which pay cumulative dividends at an annual rate of 8.207% and our subordinated debentures due in 2053, which pay 

annual interest at a rate of 6.35%. Payments related to the principal amounts of these agreements represent contractual maturity; 

therefore, principal and interest associated with these obligations are reflected in the above table based upon the contractual 

maturity dates.  

(2) Our subsidiaries are lessees with a number of leases.  

(3) Amounts represent non-qualified defined benefit pension and postretirement benefit obligations and reflect estimated payments 

to be made through plan year 2029 for pension, postretirement, and postemployment benefits, although it is likely that payments 

will be made beyond 2029. Estimates of these payments and the payment patterns are based upon historical experience. We do 

not expect to make any significant contributions to our qualified plan in order to meet our minimum funding requirements for 

the next several years; therefore, no contributions for this plan are included in this schedule. However, additional contributions 

may be required in the future based on the level of pension assets and liabilities in future periods. The ultimate payment amount 

for our pension plan is based on several assumptions, including, but not limited to, the rate of return on plan assets, the discount 

rate for benefit obligations, mortality experience, interest crediting rates and the ultimate valuation of benefit obligations. 

Differences between actual plan experience and our assumptions are likely and will likely result in changes to our funding 

obligations in future periods. 

(4) Investment commitments relate primarily to limited partnerships.  

(5) Unlike many other forms of contractual obligations, loss and LAE reserves do not have definitive due dates and the ultimate 

payment dates are subject to a number of variables and uncertainties. As a result, the total loss and LAE reserve payments to be 

made by period, as shown in the table, are estimates based principally on historical experience. 

OFF-BALANCE SHEET ARRANGEMENTS  

We currently do not have any material off-balance sheet arrangements that are reasonably likely to have an effect on our financial 

position, revenues, expenses, results of operations, liquidity, capital expenditures, or capital resources.  

CONTINGENCIES AN D REGULATORY MATTERS  

Information regarding litigation and legal contingencies appears in Note 16 ï ñCommitments and Contingenciesò in the Notes to 

Consolidated Financial Statements. Information related to certain regulatory and industry developments are contained in ñRegulationò 

in Part I - Item 1 and in ñRisk Factorsò in Part I ï Item 1A.  
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RATING AGENCIES  

Insurance companies are rated by rating agencies to provide both industry participants and insurance consumers information on 

specific insurance companies. Higher ratings generally indicate the rating agenciesô opinion regarding financial stability and a stronger 

ability to pay claims.  

We believe that strong ratings are important factors in marketing our products to our agents and customers, since rating information is 

broadly disseminated and generally used throughout the industry. Insurance company financial strength ratings are assigned to an 

insurer based upon factors deemed by the rating agencies to be relevant to policyholders and are not directed toward protection of 

investors. Such ratings are neither a rating of securities nor a recommendation to buy, hold or sell any security. Customers typically 

focus on claims-paying ratings, while creditors focus on debt ratings. Investors use both to evaluate a companyôs overall financial 

strength.  

RISKS AND FORWARD-LOOKING STATEMENTS  

Managementôs Discussion and Analysis contains ñforward-looking statementsò within the meaning of the Private Securities Litigation 

Reform Act of 1995. For a discussion of indicators of forward-looking statements and specific important factors that could cause 

actual results to differ materially from those contained in forward-looking statements, see ñRisk Factorsò in Part I ï Item 1A. This 

Managementôs Discussion and Analysis should be read and interpreted in light of such factors.  

GLOSSARY OF SELECTED INSURANCE TERMS  

Account business - Customers with multiple policies and/or coverages. 

Account rounding ï The conversion of single policy customers to accounts with multiple policies and/or additional coverages.  

Benefit payments ï Payments made to an insured or their beneficiary in accordance with the terms of an insurance policy.  

Casualty insurance ï Insurance that is primarily concerned with the losses caused by injuries to third persons and their property (other 

than the policyholder) and the related legal liability of the insured for such losses.  

Catastrophe ï A severe loss, resulting from natural or manmade events, including, among others, hurricanes, tornadoes and other 

windstorms, earthquakes, hail, severe winter weather, fire, explosions, and terrorism.  

Catastrophe loss ï Loss and directly identified loss adjustment expenses from catastrophes, including development on prior yearsô 
catastrophe loss reserves. The Insurance Services Office (ñISOò) Property Claim Services (ñPCSò) defines a catastrophe loss as an 
event that causes $25 million or more in insured property losses from U.S. direct writers and affects a significant number of property 
and casualty policyholders and insurers. In limited instances where the impact of an event extends across multiple geographic areas or 
time periods, but is not within the specific parameters established by PCS, THG may determine that certain losses are better included 
within the same catastrophe event. In addition to those catastrophe events declared by ISO, claims management also generally 
includes within the definition of a ñcatastrophe lossò, a property loss event that causes approximately $5 million or more in Company 
insured losses and affects in excess of one hundred policyholders. 

Cede; cedent; ceding company ï When a party reinsures its liability with another party, it ñcedesò business and is referred to as the 
ñcedentò or ñceding companyò.  

Credit spread ï The difference between the yield on the debt securities of a particular corporate debt issue and the yield of a similar 
maturity of U.S. Treasury debt securities.  

Current accident year results ï A non-GAAP measure of the estimated earnings impact of current premiums offset by estimated loss 
experience and expenses for the current accident year. This measure includes the estimated increase in revenue associated with higher 
prices (premiums), including those caused by price inflation and changes in exposure, partially offset by higher volume driven 
expenses and inflation of loss costs. Volume driven expenses include acquisition costs such as commissions paid to agents, which are 
typically based on a percentage of premium dollars.  

Earned premium ï The portion of a premium that is recognized as income, or earned, based on the expired portion of the policy 
period, that is, the period for which loss coverage has actually been provided. For example, after six months, $50 of a $100 annual 
premium is generally considered earned premium. The remaining $50 of annual premium is unearned premium. Net earned premium 
is earned premium net of reinsurance.  

Excess of loss reinsurance ï Reinsurance that indemnifies the insured against all or a specific portion of losses under reinsured 
policies in excess of a specified dollar amount or ñretentionò.  

Exposure ï As it relates to underwriting, a measure of the rating units or premium basis of a risk; for example, an exposure of a 
number of automobiles. As it relates to loss events, the maximum value of claims made on an insurer from an event or events that 
would result in the total exhaustion of the cover or indemnity offered by an insurance policy.  
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Exposure management actions ï Actions that focus on improving underwriting profitability and/or lessening earnings volatility by 
reducing our exposures and property concentrations in certain geographies and lines that are believed to be more prone to catastrophe 
and non-catastrophe losses. These actions include, but are not limited to, non-renewal, rate increases, stricter underwriting standards 
and higher deductible utilization, agency management actions, and more selective portfolio management by modifying our business 
mix.  

Frequency ï The number of claims occurring during a given coverage period.  

Loss adjustment expenses (ñLAEò) ï Expenses incurred in the adjusting, recording, and settlement of claims. These expenses include 
both internal company expenses and outside services. Allocated LAE (ñALAEò) refers to defense and cost containment expenses, 
including legal fees, court costs, and investigation fees.  Unallocated LAE (ñULAEò) refers to expenses that generally cannot be 
associated with a specific claim. ULAE includes internal costs such as salaries, fringe benefits and other overhead costs associated 
with the claim settlement process and external adjustment and appraisal fees.  

Loss costs ï An amount of money paid for an insurance claim.  

Loss reserves ï Liabilities established by insurers to reflect the estimated cost of claims payments and the related expenses that the 
insurer will ultimately be required to pay in respect of insurance it has written. Reserves are established for losses and for LAE.  

Lower (higher) expenses ï Represents the period over period comparison of expenses relative to growth in earned premium.  Volume 
driven expenses typically fluctuate commensurate with changes in premium.  Accordingly, as we grow premium, these expenses 
increase from an absolute dollar perspective, but tend to stay proportionate compared to premium.  Fixed expenses can remain 
constant or increase or decrease irrespective of the growth or decline in premium.  When describing expenses as being ñlowerò or 
ñhigherò we are generally referring to changes in fixed costs relative to premium (fixed cost leverage).  These ñlowerò or ñhigherò 
expenses correspond to a lower or higher expense ratio. 

Marine Insurance ï In Commercial Lines, this is a type of coverage developed for insuring businesses against physical losses to 
property such as contractorôs equipment, builderôs risk and goods in transit. It covers articles in transit by all forms of land and air 
transportation as well as bridges, tunnels, ocean and other means of transportation and communication. In the context of Personal 
Lines, this term relates to floater policies that cover expensive personal items such as fine art and jewelry.  

Morbidity ï Morbidity relates to the occurrence of illness, disability or other physical or psychological impairment, whether temporary 
or permanent, for insured risks. Morbidity is a key assumption for long-term care insurance and other forms of individual and group 
health benefits.  

Partner agents; partner agencies; partner independent agents; agency partners; business partners ï Independent agents (agencies) 
are self-employed, commission-based businesses who generally represent, and sell insurance policies provided by, several insurance 
companies.  THG has appointed and developed mutually beneficial relationships with a limited number of independent agents who are 
demonstrated experts in their field, growth-oriented and align with our strategy.  Although we may refer to those agencies as ñpartner 
agentsò, these are not legally binding ñpartnershipsò, but rather an opportunity for both the agent (agencies) and THG to work together 
and achieve common goals. 

Peril ï A cause of loss.  

Price(ing) increase or decrease (Commercial Lines) ï Represents the average change in premium on renewed policies caused by the 
estimated net effect of base rate changes, discretionary pricing, inflation or changes in policy level exposure or insured risk.  

Price(ing) increase or decrease (Personal Lines) ï The estimated cumulative premium effect of approved rate actions applied to 
policies available for renewal, regardless of whether or not policies are actually renewed. Pricing changes do not represent actual 
increases or decreases realized by THG.  

Property insurance ï Insurance that provides coverage for tangible property in the event of loss, damage or loss of use.  

Rate ï The estimated pure pricing factor upon which the policyholderôs premium is based excluding changes in exposure or risk. 

Ratios: 
(1)

 

Catastrophe loss ratio ïThe ratio of catastrophe losses incurred to premiums earned.  

Combined ratio ï This ratio is the GAAP equivalent of the statutory ratio that is widely used as a benchmark for determining an 
insurerôs underwriting performance. A ratio below 100% generally indicates profitable underwriting prior to the consideration of 
investment income. A combined ratio over 100% generally indicates unprofitable underwriting prior to the consideration of 
investment income. The combined ratio is the sum of the loss and loss adjustment expense ratio and the expense ratio.  

Expense Ratio ï The ratio of underwriting expenses (including the amortization of deferred acquisition costs), less premium 
installment and other fee income and premium charge offs, to premiums earned for a given period.  

Loss and Loss adjustment expense (ñLAEò) ratio ï The ratio of loss and loss adjustment expenses to premiums earned for a 
given period. The LAE ratio includes catastrophe losses and prior year reserve development. 

Loss ratio ï The ratio of losses (including catastrophe losses) to premiums earned for a given period.  
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Reinstatement premium ï A pro-rata reinsurance premium that may be charged to us by our reinsurers. A reinstatement premium may 
be contractually required to be charged for restoring an amount of reinsurance coverage reduced as the result of a reinsurance loss 
payment that depletes or exhausts a reinsurance treaty or treaty layer. For example, in 2005, this premium was required to ensure that 
our property catastrophe occurrence treaty, which was exhausted by hurricane Katrina, was available again in the event of another 
large catastrophe loss in 2005. Reinsurance reinstatement premiums accrued by us are accounted for as a reduction in net premiums 
earned rather than as an ñexpenseò. For certain reinsurance treaties, a ceding commission adjustment is recorded commensurate with a 
reinstatement premium accrual. A ceding commission is a fee paid by a reinsurance company to a direct writer to cover the costs of 
issuing the policy and is recorded as a contra-expense. 

Reinsurance ï An arrangement in which an insurance company, or a reinsurance company, known as the reinsurer, agrees to 

indemnify another insurance or reinsurance company, known as the ceding company, against all or a portion of the insurance or 

reinsurance risks underwritten by the ceding company under one or more policies. Reinsurance can provide a ceding company with 

several benefits, including a reduction in net liability on risks and catastrophe protection from large or multiple losses. Reinsurance 

does not legally discharge the primary insurer from its liability with respect to its obligations to the insured.  

Risk based capital (ñRBCò) ï A method of measuring the minimum amount of capital appropriate for an insurance company to 

support its overall business operations in consideration of its size and risk profile. The RBC ratio for regulatory purposes is calculated 

as total adjusted capital divided by required risk based capital. Total adjusted capital for property and casualty companies is capital 

and surplus, adjusted for the non-tabular reserve discount applicable to our assumed discontinued accident and health insurance 

business. The Company Action Level is the first level at which regulatory involvement is specified based upon the level of capital.  

Regulators may take action for reasons other than triggering various RBC action levels. The various action levels are summarized as 

follows:  

¶ The Company Action Level, which equals 200% of the Authorized Control Level, requires a company to prepare and 

submit a RBC plan to the commissioner of the state of domicile. A RBC plan proposes actions which a company may take 

in order to bring statutory capital above the Company Action Level. After review, the commissioner will notify the 

company if the plan is satisfactory.  

¶ The Regulatory Action Level, which equals 150% of the Authorized Control Level, requires the insurer to submit to the 

commissioner of the state of domicile an RBC plan, or if applicable, a revised RBC plan. After examination or analysis, 

the commissioner will issue an order specifying corrective actions to be taken.  

¶ The Authorized Control Level authorizes the commissioner of the state of domicile to take whatever regulatory actions are 

considered necessary to protect the best interest of the policyholders and creditors of the insurer.  

¶ The Mandatory Control Level, which equals 70% of the Authorized Control Level, authorizes the commissioner of the 

state of domicile to take actions necessary to place the company under regulatory control (i.e., rehabilitation or 

liquidation).  

Securities Lending ï We have, from time to time, engaged our banking provider to lend securities from our investment portfolio to 

third parties. These lent securities are fully collateralized by cash. When securities are lent, we monitor the fair value of the securities 

on a daily basis to assure that the collateral is maintained at a level of at least 102% of the fair value of the loaned securities. We 

record securities lending collateral as a cash equivalent, with an offsetting liability in expenses and taxes payable.  

Severity ï A monetary increase in the loss costs associated with the same or similar type of event or coverage.  

Social Inflation ï A term used to explain rising insurance claim payouts due to various factors associated with a more costly legal 

environment, such as increased litigation frequency, expanded theories of liability and higher jury awards. Higher than the expected 

litigation payouts to plaintiffs due to these and other factors, may then give rise to the initiation of additional lawsuits seeking 

similarly elevated awards and increasing settlement costs, which can compound the effect. 

Specialty Lines ï A major component of our other commercial lines. There is no accepted industry definition of ñspecialty linesò, but 

for our purpose specialty lines consist of products such as marine, surety, specialty industrial property, professional liability, 

management liability and various other program businesses. When discussing net premiums written and other financial measures of 

our specialty businesses, we may include non-specialty premiums that are written as part of the entire account.  

Statutory accounting practices ï Recording transactions and preparing financial statements in accordance with the rules and 

procedures prescribed or permitted by insurance regulatory authorities including the National Association of Insurance 

Commissioners, which in general reflect a liquidating, rather than going concern, concept of accounting.  

Underwriting ï The process of selecting risks for insurance and determining in what amounts and on what terms the insurance 

company will accept risks.  

Underwriting expenses ï Expenses incurred in connection with the acquisition, pricing and administration of a policy or contract, and 

other insurance company expenses unrelated to claims handling or investments.  



Table of Contents 

70 

Unearned premiums ï The portion of a premium representing the unexpired amount of the contract term as of a certain date.  

Written premium ï The premium assessed for the entire coverage period of an insurance policy or contract without regard to how 

much of the premium has been earned. See also ñEarned premiumò above. Net premium written is written premium net of reinsurance.  

(1)
 Ratios may not be comparable to similarly titled measures of other companies. 

ITEM  7AïQUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK  

Reference is made to ñQuantitative and Qualitative Disclosures about Market Riskò in Managementôs Discussion and Analysis.  
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ITEM  8 ï FINANCIAL STATEMENTS AND SUPPLEMENTARY DAT A  

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM  

To the Board of Directors and Shareholders of  

The Hanover Insurance Group, Inc.:  

Opinions on the Financial Statements and Internal Control over Financial Reporting 

We have audited the accompanying consolidated balance sheets of The Hanover Insurance Group, Inc. and its subsidiaries (the 

ñCompanyò) as of December 31, 2019 and 2018, and the related consolidated statements of income, of comprehensive income, of 

shareholders' equity and of cash flows for each of the three years in the period ended December 31, 2019, including the related notes 

and schedules of condensed financial information of the registrant, of supplementary insurance information, and of supplemental 

information concerning property and casualty insurance operations as of December 31, 2019 and 2018 and for each of the three years 

in the period ended December 31, 2019, schedule of valuation and qualifying accounts for each of the three years in the period ended 

December 31, 2019, and schedule of summary of investments ï other than investments in related parties as of December 31, 2019 

listed in the index appearing under Item 15(a)(2) (collectively referred to as the ñconsolidated financial statementsò). We also have 

audited the Company's internal control over financial reporting as of December 31, 2019, based on criteria established in Internal 

Control - Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of 

the Company as of December 31, 2019 and 2018, and the results of its operations and its cash flows for each of the three years in the 

period ended December 31, 2019 in conformity with accounting principles generally accepted in the United States of America. Also in 

our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 31, 

2019, based on criteria established in Internal Control - Integrated Framework (2013) issued by the COSO. 

Basis for Opinions 

The Company's management is responsible for these consolidated financial statements, for maintaining effective internal control over 

financial reporting, and for its assessment of the effectiveness of internal control over financial reporting, included in Managementôs 

Report on Internal Control over Financial Reporting appearing under Item 9A. Our responsibility is to express opinions on the 

Companyôs consolidated financial statements and on the Company's internal control over financial reporting based on our audits. We 

are a public accounting firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are 

required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules 

and regulations of the Securities and Exchange Commission and the PCAOB. 

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audits 

to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement, whether due to 

error or fraud, and whether effective internal control over financial reporting was maintained in all material respects. 

Our audits of the consolidated financial statements included performing procedures to assess the risks of material misstatement of the 

consolidated financial statements, whether due to error or fraud, and performing procedures that respond to those risks. Such 

procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial 

statements. Our audits also included evaluating the accounting principles used and significant estimates made by management, as well 

as evaluating the overall presentation of the consolidated financial statements. Our audit of internal control over financial reporting 

included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and 

testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audits also included 

performing such other procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable 

basis for our opinions. 

Definition and Limitations of Internal Control over Financial Reporting 

A companyôs internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of 

financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting 

principles. A companyôs internal control over financial reporting includes those policies and procedures that (i) pertain to the 

maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the 

company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in 

accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in 

accordance with authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding 

prevention or timely detection of unauthorized acquisition, use, or disposition of the companyôs assets that could have a material effect 

on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections 

of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in 

conditions, or that the degree of compliance with the policies or procedures may deteriorate. 
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Critical Audit Matters 

The critical audit matter communicated below is a matter arising from the current period audit of the consolidated financial statements 

that was communicated or required to be communicated to the audit committee and that (i) relates to accounts or disclosures that are 

material to the consolidated financial statements and (ii) involved our especially challenging, subjective, or complex judgments. The 

communication of critical audit matters does not alter in any way our opinion on the consolidated financial statements, taken as a 

whole, and we are not, by communicating the critical audit matter below, providing a separate opinion on the critical audit matter or 

on the accounts or disclosures to which it relates.  

Valuation of loss and loss adjustment expense reserves 

As described in Notes 1 and 15 to the consolidated financial statements, loss and loss adjustment expense reserves were $5.7 billion as 

of December 31, 2019. These liabilities are determined using case basis evaluations and statistical analyses of historical loss patterns 

and represent estimates of the ultimate cost of all losses incurred but not paid. The loss reserve estimation process relies on the basic 

assumption that past experience, adjusted for the effects of current developments and likely trends, is an appropriate basis for 

management to predict future outcomes.  As part of this process, management uses a variety of analytical methods that consider 

experience, trends and other relevant factors, as well as considers numerous quantitative and qualitative factors, including the maturity 

of the accident year, the level of volatility within a particular class of business, the sufficiency or quality of historical reported and 

paid loss and loss adjustment expenses information, legal and regulatory developments and changes in underwriting, claim handling 

and case reserving practices. The Companyôs ultimate incurred but not reported (ñIBNRò) reserves are estimated by management and 

reserving actuaries on an aggregate basis for each line of business or coverage for loss and loss expense liabilities not reflected within 

the case reserves.  

The principal considerations for our determination that performing procedures relating to the valuation of loss and loss adjustment 

expense reserves is a critical audit matter are there was significant judgment by management when developing their estimate. This in 

turn led to a high degree of auditor judgment, subjectivity and effort in performing procedures and evaluating audit evidence relating 

to the various analytical methods and factors used by management in developing the estimate, such as historical loss patterns and other 

relevant quantitative and qualitative factors, which included the maturity of the accident year, the level of volatility within a particular 

class of business, and the sufficiency or quality of historical reported and paid loss and loss adjustment expenses information. Also, 

our audit effort included the involvement of professionals with specialized skill and knowledge to assist in performing procedures and 

evaluating the audit evidence obtained from these procedures.  

Addressing the matter involved performing procedures and evaluating audit evidence in connection with forming our overall opinion 

on the consolidated financial statements. These procedures included testing the effectiveness of controls relating to the Companyôs 

valuation of loss and loss adjustment expense reserves, including controls over the analytical methods applied and development of 

qualitative and quantitative factors. These procedures also included, among others, the involvement of professionals with specialized 

skill and knowledge to assist in either (i) developing an independent estimate of the reserves using historical loss patterns, and other 

relevant quantitative and qualitative factors, which included the maturity of the accident year, the level of volatility within a particular 

class of business, and the sufficiency or quality of historical reported and paid loss and loss adjustment expenses information, for 

reserves by line of business or coverage on a test basis, and comparison of this independent estimate to managementôs actuarially 

determined reserves; or (ii) on a test basis for reserves by line of business or coverage, evaluating the appropriateness of 

managementôs analytical methods and reasonableness of factors for determining the reserve balances.  Developing the independent 

estimate also involved testing the completeness and accuracy of data provided by management. 

 

/s/ PricewaterhouseCoopers LLP  

Boston, MA  

February 24, 2020 

 

We have served as the Companyôs auditor since 1991. 
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THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES  

CONSOLIDATED STATEMENTS OF INCOME  

 
YEARS ENDED DECEMBER 31   2019     2018     2017   

(in millions, except per share data)                         

Revenues                         

Premiums   $ 4,474.5     $ 4,254.4     $ 3,980.4   

Net investment income     281.3       267.4       243.9   

Net realized and unrealized investment gains (losses):                         

Net realized gains (losses) from sales and other     4.9       (2.7 )     26.7   

Net change in fair value of equity securities     106.5       (43.4 )     ð   
Net otherïthanïtemporary impairment losses on investments 

   recognized in earnings     (2.0 )     (4.6 )     (5.6 ) 

Total net realized and unrealized investment gains (losses)     109.4       (50.7 )     21.1   

Fees and other income     25.5       23.2       22.5   

Total revenues     4,890.7       4,494.3       4,267.9   

Losses and expenses                         

Losses and loss adjustment expenses     2,865.5       2,724.6       2,579.6   

Amortization of deferred acquisition costs     926.7       891.8       840.7   

Interest expense     37.5       45.1       45.2   

Loss on repayment of debt     ð       28.2       ð   
Other operating expenses     538.9       522.1       509.5   

Total losses and expenses     4,368.6       4,211.8       3,975.0   

Income from continuing operations before income taxes     522.1       282.5       292.9   

Income tax expense (benefit):                         

Current     80.5       46.2       3.1   

Deferred     12.6       (2.7 )     73.7   

Total income tax expense     93.1       43.5       76.8   

Income from continuing operations     429.0       239.0       216.1   

Discontinued operations:                         

Sale of Chaucer business, net of taxes     (1.2 )     131.9       ð   
Income (loss) from Chaucer business, net of taxes     1.6       20.0       (13.1 ) 

Income (loss) from discontinued life businesses, net of taxes     (4.3 )     0.1       (16.8 ) 

Net income   $ 425.1     $ 391.0     $ 186.2   

Earnings per common share:                         

Basic:                         

Income from continuing operations   $ 10.72     $ 5.63     $ 5.08   

Discontinued operations:                         

Sale of Chaucer business, net of taxes     (0.03 )     3.11       ð   
Income (loss) from Chaucer business, net of taxes     0.04       0.47       (0.30 ) 

Income (loss) from discontinued life businesses, net of taxes     (0.11 )     ð       (0.40 ) 

Net income per share   $ 10.62     $ 9.21     $ 4.38   

Weighted average shares outstanding     40.0       42.4       42.5   

Diluted:                          

Income from continuing operations   $ 10.56     $ 5.56     $ 5.03   

Discontinued operations:                         

Sale of Chaucer business, net of taxes     (0.03 )     3.07       ð   
Income (loss) from Chaucer business, net of taxes     0.04       0.46       (0.30 ) 

Income (loss) from discontinued life businesses, net of taxes     (0.11 )     ð       (0.40 ) 

Net income per share   $ 10.46     $ 9.09     $ 4.33   

Weighted average shares outstanding     40.6       43.0       43.0   

 

The accompanying notes are an integral part of these consolidated financial statements.  
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THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME  

 
YEARS ENDED DECEMBER 31   2019     2018     2017   

(in millions)                         

Net income   $ 425.1     $ 391.0     $ 186.2   

Other comprehensive income (loss), net of tax:                         

Available-for-sale securities:                         

Net appreciation (depreciation) during the period     238.8       (170.1 )     13.4   

Change in other-than-temporary impairment losses recognized in 

   other comprehensive income     2.8       ð       6.0   

Amount realized with sale of Chaucer business     0.1       19.1       ð   

Total available-for-sale securities     241.7       (151.0 )     19.4   

Pension and postretirement benefits:                         

Net actuarial gains (losses) and prior service costs arising in the period     16.2       (17.0 )     13.6   

Amortization recognized as net periodic benefit and postretirement cost     9.0       7.7       9.4   

Amount realized with sale of Chaucer business     ð       16.4       ð   

Total pension and postretirement benefits     25.2       7.1       23.0   

Cumulative foreign currency translation adjustment:                         

Amount recognized as cumulative foreign currency translation during 

   the period     ð       (1.7 )     2.4   

Amount realized with sale of Chaucer business     0.7       23.2       ð   

Total cumulative foreign currency translation adjustment     0.7       21.5       2.4   

Total other comprehensive income (loss), net of tax     267.6       (122.4 )     44.8   

Comprehensive income   $ 692.7     $ 268.6     $ 231.0   

 

The accompanying notes are an integral part of these consolidated financial statements.  
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THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES  

CONSOLIDATED BALANCE SHEETS  

 
DECEMBER 31   2019     2018   

(in millions, except share data)                 

Assets                 

Investments:                 

Fixed maturities, at fair value (amortized cost of $6,452.2 and $6,245.9)   $ 6,687.1     $ 6,161.5   

Equity securities, at fair value     575.7       464.4   

Other investments     733.2       661.5   

Total investments     7,996.0       7,287.4   

Cash and cash equivalents     215.7       1,020.7   

Accrued investment income     53.0       53.2   

Premiums and accounts receivable, net     1,260.4       1,176.7   

Reinsurance recoverable on paid and unpaid losses and unearned premiums     1,814.0       1,648.6   

Deferred acquisition costs     467.4       450.8   

Deferred income tax asset     ð       50.6   

Goodwill     178.8       178.8   

Other assets     402.4       371.6   

Assets held-for-sale     ð       57.4   

Assets of discontinued businesses     102.8       103.9   

Total assets   $ 12,490.5     $ 12,399.7   

Liabilities                  

Loss and loss adjustment expense reserves   $ 5,654.4     $ 5,304.1   

Unearned premiums     2,416.7       2,277.8   

Expenses and taxes payable     627.7       909.8   

Deferred income tax liability     51.8       ð   

Reinsurance premiums payable     53.4       37.3   

Debt     653.4       777.9   

Liabilities held-for-sale     ð       22.2   

Liabilities of discontinued businesses     116.9       115.9   

Total liabilities     9,574.3       9,445.0   

Commitments and contingencies                 

Shareholdersô Equity                 

Preferred stock, par value $0.01 per share; 20.0 million shares authorized; none issued     ð       ð   

Common stock, par value $0.01 per share; 300.0 million shares authorized; 60.5 

   million shares issued     0.6       0.6   

Additional paid-in capital     1,837.3       1,871.8   

Accumulated other comprehensive income (loss)     152.6       (116.5 ) 

Retained earnings     2,410.9       2,182.3   

Treasury stock at cost (22.1 and 18.2 million shares)     (1,485.2 )     (983.5 ) 

Total shareholdersô equity     2,916.2       2,954.7   

Total liabilities and shareholdersô equity   $ 12,490.5     $ 12,399.7   

 
 

The accompanying notes are an integral part of these consolidated financial statements.  
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THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES  

CONSOLIDATED STATEMENTS OF SHAREHOLDERSô EQUITY  

 
YEARS ENDED DECEMBER 31   2019     2018     2017   

(in millions)                         

Preferred Stock                         

Balance at beginning and end of year   $ ð     $ ð     $ ð   

Common Stock                         

Balance at beginning and end of year     0.6       0.6       0.6   

Additional Paid-in Capital                          

Balance at beginning of year     1,871.8       1,857.0       1,846.7   

Prepayment and settlement of accelerated share repurchases     (49.5 )     ð       ð   

Employee and director stock-based awards and other     15.0       14.8       10.3   

Balance at end of year     1,837.3       1,871.8       1,857.0   

Accumulated Other Comprehensive Income (Loss), net of tax                         

Net Unrealized Appreciation (Depreciation) on Investments:                         

Balance at beginning of year     (27.2 )     205.4       186.0   

Net appreciation (depreciation) on available-for-sale securities     241.6       (170.1 )     19.4   

Adoption of Accounting Standards Updates (No. 2017-08 in 

2019 and No. 2016-01 and No. 2018-02 in 2018)     1.5       (81.6 )     ð   

Amount realized with sale of Chaucer business     0.1       19.1       ð   

Balance at end of year     216.0       (27.2 )     205.4   

Defined Benefit Pension and Postretirement Plans:                         

Balance at beginning of year     (88.6 )     (79.5 )     (102.5 ) 

Net amount arising in the period     16.2       (17.0 )     13.6   

Net amount recognized as net periodic benefit cost     9.0       7.7       9.4   

Adoption of Accounting Standards Update 2018-02     ð       (16.2 )     ð   

Amount realized with sale of Chaucer business     ð       16.4       ð   

Balance at end of year     (63.4 )     (88.6 )     (79.5 ) 

Cumulative Foreign Currency Translation Adjustment:                         

Balance at beginning of year     (0.7 )     (18.3 )     (20.7 ) 

Amount recognized as cumulative foreign currency translation 

     during the year     ð       (1.7 )     2.4   

Adoption of Accounting Standards Update 2018-02     ð       (3.9 )     ð   

Amount realized with sale of Chaucer business     0.7       23.2       ð   

Balance at end of year     ð       (0.7 )     (18.3 ) 

Total accumulated other comprehensive income     152.6       (116.5 )     107.6   

Retained Earnings                         

Balance at beginning of year     2,182.3       1,975.0       1,875.6   

Cumulative effect of accounting change, net of taxes     (1.5 )     104.3       ð   

Balance at beginning of period, as adjusted     2,180.8       2,079.3       1,875.6   

Net income     425.1       391.0       186.2   

Dividends to shareholders     (195.0 )     (288.0 )     (86.8 ) 

Balance at end of year     2,410.9       2,182.3       1,975.0   

Treasury Stock                         

Balance at beginning of year     (983.5 )     (942.5 )     (928.2 ) 

Shares purchased at cost     (514.1 )     (57.7 )     (37.2 ) 

Net shares reissued at cost under employee stock-based 

     compensation plans     12.4       16.7       22.9   

Balance at end of year     (1,485.2 )     (983.5 )     (942.5 ) 

Total shareholdersô equity   $ 2,916.2     $ 2,954.7     $ 2,997.7   

 

The accompanying notes are an integral part of these consolidated financial statements.  
























































































































